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The Economic Survey of Europe is prepared annually — 


я 
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‘General. Introduction — 


by the secretariat of the Economic Commission for 
Europe and is used as a background document for the 
discussion of the current economic situation in Europe at 
the annual session of the Commission. The present 


4 SURVEY, as well as its predecessors, consequently gives 
_ most attention to the actual economic situation, develop- 


ments in the preceding year and prospects for the current 


year. However, the historical perspective has to be 


_ widened somewhat as it is invariably found that it is 


necessary to refer to longer periods than one year in 
order to interpret the present situation. Thus, in Chap- 


ter I, the deceleration of western European economic 


growth in the last three years is analysed within the 
framework of developments during the period 1959 to 
1967, and the special study on export performance 
relates to changes between 1959 and 1965. In Chap- 
ter II, the changes in investment and output patterns in 
eastern Europe are often viewed against a somewhat 
longer historical background. Besides, the description 
and analysis of the new forms of industrial co-operation 


_between eastern and western European countries is sup- 


plemented by a survey of changes in the commodity 
composition of east-west European trade, stretching 
back to 1957-1959. 


Looking back at the postwar period, it may be ob- 
served that during the 1950s Europe’s share in world 
industrial production increased whereas North Ameri- 
ca’s share experienced a significant decline. This partly 
followed from the very steep rise in European out- 
put—reflecting postwar recovery and, particularly in 
eastern Europe, rapid industrialization— and рагу 
also from the fact that at the beginning of the period the 
United States economy was operating at full capacity, 
which was not the case around 1960. The same trend 
continued, although with less vigour, until 1964. Since 
then, the relative shares of the two industrial regions 
have tended to stabilize ; in fact, in 1967 the position of 
Europe vis-a-vis North America would have deteriorated 
had it not been for the acceleration of industrial growth 
in eastern Europe. 

For more than 15 years, intra-European trade, 
although largely confined to the intra-trade of Europe’s 
two main areas, had been the major expansionary fac- 
tor in world trade — its share having risen from 21 per 
cent in 1948 to close to 38 per cent in 1965 ; a decline in 
this share occurred, however, in the last two years. 


During the last three years, economic growth in west- 
ern Europe was proceeding at a decelerating rate. This 
deceleration was largely the result of successive re- 
adjustments, following periods of fast growth, which in 
1966 and 1967 almost coincided in the United Kingdom 
and western Germany; moreover, the process of re- 
adjustment in the former country tended to be compli- 
cated by problems of a structural character. A re-expan- 
sion in these two countries is likely to provide the key 


short-term factor for a reversal in the growth trends шо 
the area. As indicated in Chapter I, an acceleration in 
economic expansion is generally expected in 1968, _ 
although the spreading monetary malaise which increas- 
ingly centres upon the world’s leading currency intro- 
duces new elements of uncertainty. | 


Viewed in a somewhat longer perspective, the growth: 
prospects in western Europe are less easy to determine as 
some of the major expansionary factors of the earlier 
period have undoubtedly lost in vigour. The impact of 
the big liberalization move which had resulted in the re- 
establishment of convertibility and a significant reduc- 
tion in other obstacles to free trade in manufactures has 
been exhausted. The expansionary impact of EEC and 
EFTA has spent most of its momentum, while that of the 
Kennedy Round is likely to be more dispersed. Short of 
important new developments, the net trade-creating 
effects of the two economic groupings will continue to 
decline ; nor can new stimuli, of the order of those in the 
1958-1964 period, be expected in the near future from 
United States investment, although contributions to 
western European technology and managerial skill from 
that country are not likely to be discontinued. What 
seems especially important is that the market for con- 
sumer durable goods may not be able to continue to 
display the same dynamism as during the past 20 years. 
The issue, of course, is closely related to further advance 
in technology, especially in product innovations ; still, it 
may be wondered whether the effects of technclogy and 
rising incomes on the growth of consumers’ demand for 
durables will not be subject to some kind of law of 
diminishing returns. 

The periods of very rapid growth based on the fullest 
possible use of labour and capacity in both western and 
eastern Europe may not be easily repeated. The growth 
of labour resources will not be so fast and there will be 
more emphasis on the structural balance both within and 
between national economies. 


The future growth pattern in western Europe is likely 
to be affected by a different composition of factors. The 
role of technology is bound to grow fast. Greater weight 
will also be attached to product innovation, quality of 
goods, services and leisure. Moreover, the importance of 
elements not always directly linked with the market, 
such as large-scale improvements in infrastructure and 
environmental conditions in general, are likely to in- 
crease. Additional changes in trade and production pat- 
terns are likely to be forthcoming if greater attention is 
paid to the growth needs of the developing countries and 
changes in their economic structure. All this will tend to 
bring into better focus the long-term problems of eco- 
nomic and social development. 

Economic growth in eastern Europe in recent years 
proceeded at a vigorous pace, the year-to-year variations 
mostly reflecting changes in growth rates of agricultural 
output ; the latter, however, being less pronounced than 
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in the past. Compared with the early nineteen-fifties, the 
rate of economic expansion in the early nineteen-sixties 
was slower, with a. tendency towards stabilization 
around the middle of the decade. Since that time an 
ever-increasing emphasis has been put on efficiency and 
other qualitative achievements rather than on the purely 
quantitative performance of the economy. Important 
‘shifts in output and investment conducive to more 
balanced growth are taking place in most countries ; hand 
in hand with these shifts goes the growing priority at- 
tached to the consumption and welfare objectives. 

The expansion of the consumers’ market in the east- 
ern European countries in the years to come may be 
expected to contribute increasingly to economic growth. 
On the other hand, the urge for technical progress, 
product innovation and more sophisticated patterns of 
consumption, with rising shares of services and recrea- 
tion, will not be felt less than in western Europe. Simi- 
larly, despite the heavy claims of directly productive 
investment, greater attention than in the past will have 
to be devoted to environmental conditions on which the 
contribution of the human factor to growth increasingly 
depends. As in western Europe, certain changes in trade 
and production might come from the developing 
countries. 

The similarity of the basic growth requirements is 
likely to push towards an expanding economic co-oper- 
ation between the two areas. The move towards such co- 


operation, especially in the crucial field of industry, can 
be expected to benefit from the economic reforms in a 
number of the eastern European countries which aim at 
providing more flexible institutional conditions. Indus- 
trial co-operation, in turn, may have a decisive impact 
on the growth and composition of trade between the two 
areas. 


Other common problems can be found by enlarging 
the time horizon. Neither in western nor in eastern 
Europe has the full price of rapid industrialization been 
paid. Water and air pollution problems tend to become 
critically acute. Moreover, problems posed by the pol- 
lution of water cannot be divorced from the wider con- 
text of the water problem in general. Productivity 
growth in agriculture has to a larger extent been 
achieved by measures which endanger the soil and 
which, obviously, cannot be pursued indefinitely. The 
rapid development of science and technology gives rise 
to entirely new problems in the field of research and 
education which assume an increasingly international 
character. Such and similar problems, largely of an 
environmental nature, call for a long-term outlook, thus 
enhancing the role of long-term development рго- 
grammes. At the same time, international co-operation, 
ranging from exchanges of national experiences to con- 
certed action in specific fields, is likely increasingly to 
impose itself as a matter of routine in dealing with long- 
term development problems. 
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CHAPTER I 


Recent economic developments in western Europe 


1. RECOVERY IN THE INDUSTRIAL COUNTRIES OF WESTERN EUROPE 


seneral assessment 


There is every reason to expect that, in most western 
suropean industrial countries, 1967 will prove to be the 
ast year of a recession which has lasted, approximately, 
or three years.1 In the year as a whole, aggregate 
jational products increased by only 2 per cent in real 
erms, the value of imports from the rest of the world 
jardly at all, and trade within the area by only about 
) per cent. These slow rates of expansion were all 
substantially less than the expectations expressed in the 
last of these SuRVEYsS 2 (Table 1). 


During the second half of 1967, a clear acceleration 
appears to have begun. Among the larger economies, it 
регап around the middle of the year in western Ger- 
many when the decline in output was reversed. In 
France, where the slowing down of output growth has 
been only slight, and in Italy where there has been no 
more than a minor hesitation in the middle of 1967, 
srowth rates picked up in the last quarter. In the United 
Kingdom, also, the last quarter saw a certain revival 
before devaluation took effect and after more than a 
year of an effectively stationary level of output. (See 
Tables 2 and 3.) 


Among most of the smaller economies, the signs of 
revival are less definite and more delayed. But in several 
(particularly the Netherlands, Norway, Sweden and 
Switzerland) industrial production showed a distinct 
upturn in the fourth quarter of 1967. There is some 
reason to see these upturns, hesitant as they are, as in 
part a response to the marked acceleration of imports in 
the fourth quarter into the larger western European 
sconomies, particularly western Germany, and into the 
United States. 

To a great extent it must be emphasized that the 
< recession ” took the form not of falling output but of 
retardation in its rate of growth. But in five countries 
there was for a period an actual decline in industrial 
production. In each of these countries, however, indus- 


1 The causes and effects of this recession are traced in broad terms 
п section 2 of this chapter (“ 1967 in Perspective ”). 

2It was then hoped that aggregate national products might rise 
п 1967 by between 3 and 4 per cent, as in 1966; and on this basis it 
was calculated that imports from the rest of the world, and also 
intra-trade, should rise by about 7 per cent. (See the SURVEY for 
1966, Chapter I, page 1, and Chapter III, page 26.) Among the 
ndividual countries for which forecasts were given (official or 
authoritative unofficial forecasts made in late 1966), output in 1967 
‘ose over 1 per cent more than expected only in Ireland and the 
Netherlands. The principal shortfall against forecasts was in western 
Germany. 


trial output by-the end of 1967 had increased again and, 
except for the United Kingdom, has reached its previous 
peak level. 


Trade of OECD Europe 
($ million per month) 
Imports from OECD Europe (seasonally adjusted) 


1966 eee 
1 2 3 4 
France ups tees 538 586 571 5 614 
Western Germany . . 859 826 802 806 ° 889 
о 333 392 398 396 404 
United Kingdom 496 537 561 536 574 


United States of ще: 


rica 649 622 651 695 


9 


Exports to the world 
АВА а Ее 140 147 149 153 153 


Ва ста 569 587 578 546 644 
Бела к. . 200 205 206 208 207 
о В О 125 113 131 130 144 
о wae Эй 63 68 67 62 
Netherlands. .... 563 607 595 611 624 
оу. 130 136 148 142 154 
Че cee or er pees 356 379 398 362 37 


а. eee ics Somary 5 


Source: OECD, Main Economic Indicators, February 1968; and national trade 
statistics. 


Some important stabilizing influences have prevented 
the recession of 1967, and of the year or two preceding 
it, from sliding into cumulative decline. The most signi- 
ficant is that output growth has throughout continued in 
the United States, although more slowly in 1967 Gn 
marked contrast with 1958, when a depression in the 
United States was added to the contractionary forces in 
western Europe). In addition, two of the major countries 


Changes in industrial production between quarters 


Last quarter 1967 
Percentage changes from: 


Previous Percentage Previous 


peak Trough decline peak Trough 
АЕ slicer <ohaies ТУ 1966 Ш 1967 -—2.4 0 ee 
Belgiume ves ® 11967 II11967 -—2.4 +0.8 63.3 
Western Germany . 1 1966 
to 
П 1966 J11967 —S.7 aS + 8.7 
Switzerland .... 11967 111967 —-1.7 rl, + 3.4 
United Kingdom 11966 IV 1966 
to 
101967 —2.5 = +0.9 


Source: Table 2. 


Тк 7.0 9.6 7.5 5.9 
ет 3.7 4.5 5.3 3.8 
о 3.1 2.9 3.0 57 
у.м 2.7 2.5 2.7 3.0 
o> aM 4.0 6.5 4.5 a5 
a 4.5 52 4.7 6.4 
| -. 5.1 8.9 6.1 8.9 
| eg eta ee 4.3 3.5 4.1 —1:4 
ПР. с. 2.8 3.5 3.0 —0.4 
ав D 1.7 3.9 24 0.5 
aie . 2 ts. D 2.0-2.5 : , : 
United Kingdom 
Е 4 3.7 2. м. 
ВЕТ Р.В 5.9 9.4 So a ae 
ee 2.2 te 2.1 4.0 
{06 1.8 2.1 1.9 1.5 
me. SS. В 1.1 5.8 1.9 4.7 
1968 .....мМ 3.0 2.0 2.5 5.0-5.5 
Sources : 


ыы for 1962 to 1966 are from replies to UN Questionnaires on National Accounts 
and: 


Austria: Statistische Ubersichten, No. 1, January 1968. 

Western Germany: Wirtschaft und Statistik, No. 1, January 1967 and No. 2, 
February 1968. 

Norway: @konomisk Utsyn over dret 1967, 

Sweden: Preliminary National Budget 1968, in The Swedish Economy, No. 1, 1968. 

United Kingdom: Preliminary estimates of national income and balance of pay- 
ments, 1962 to 1967. 

Preliminary results for 1967 and forecasts for 1968 are from: 

Austria: Monatsberichte des Oesterreichischen Institutes fiir Wirtschaftsforschung, 
No. 3, March 1968. 

Belgium: Conseil Central de ’6сопопие: Avis émis d’initiative par le Conseil sur 
Реуошиоп économique еп 1967 et sur les perspectives en 1968. 

Denmark: Statistiske Efterretninger, No. 65, 22nd December 1967. 

Finland: Economic Survey 1967. 

France: Secretariat’s estimate based on Les comptes prévisionnels de la nation 
pour 1967 et les principales hypothéses économiques pour 1968. 


Western Germany: Wirtschaft und Statistik, No. 2, February 1968 and Jahres- 
wirtschaftsbericht 1968 der Bundesregierung, Bundestagsdrucksache, No. V/2511; 
and direct communication. 

_ Ireland: OECD, Economic Studies, Ireland 1968; ISCO publications; and direct 
communication. 

Italy: Relazione previsionale e programmatica per Гаппо 1968. 


5.5.60 ~ = 


73 wes 5 
8.9 61 ри а 4.9 


a 4.6 Si) ray 6.9 
—0.4 6.7 18 ene: 5.5 
139 4.8 | 2.1 2:5 8.2 
Зы ; к 3.0 7.0 
2.4 12.0 3.4 Sel 8.3 5.4 
13.3 11.1 3.6 4.9 4.0 6.9 
-- 0:5 —4.4 RS 37 1.0 11.6 
aes 07 1:2 В Bye) 5.2. 
с 0.9 2.6 3h 2.1 
2.1 =i 4.3 4.8 1.5 4.3 _ 
26.8 15.8 14.3 ды: 3.3 1.8 3:7 
21 4.2 4.5 7 3.4 4.8 
—3.2 0.9 3.8. 1.9 Sal, 3.6 
8.9 6.2 2.1 2.0 4.4 —0.1 


0.0-0.5 — 2.5-3.0  8.0-9.0 


Netherlands: Centraal economisch plan, 1968. 

Norway: Op. cit. and The National Budget of Norway, 1968. 

Sweden: Reviderad Finansplan 1968. 

Switzerland: La situation économique suisse en 1967 et les perspectives pour 1968, 
supplement to: La vie économique, No. 12, December 1967. 

United Kingdom: Op. cit. and Financial Statement 1968-69. 

Norte. — Data for 1967 for Austria, Belgium, France and the Netherlands 
and for 1968 for all countries are rounded to the nearest half-point. Key to months 
in which data were calculated: 

S — September 1967 
O — October 1967 
N — November 1967 
D — December 1967 
J — January 1968 

F — February 1968 
М — March 1968 


@ Gross-gross concept. 
» Including ships. Data excluding ships are: 


Machinery 
Total СРЕСЕ and equipment 
1963 4.9 53 
1964 a 7.3 
1965 2.8 4.0 
1966 7,3 10.5 
1967 8.5 8.7 
1968 3.5 1.0 
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| TABLE 2 
Industrial production in certain western European countries, 1965 to 1967 


Quarterly indices 1962= 100, seasonally adjusted; and percentage change from previous year 


France 
Western Germany 


Ireland ° 
Italy 
Netherlands... . 
Могу <5 6% 
Sweden 2". те 
Switzerland .... 
United Kingdom. . 


OF wf eh a Tee) Ss 


ее ie 6 


С О 


Industrial Europe <. 


Sources: OECD, Main Economic Indicators. For Denmark, Finland and 
Ireland, national statistics. : 
а Turnover of manufacturing industries, not adjusted for seasonal fluctuations. 


in western Europe, France and Italy, suffered their 
pause in growth earlier (in 1963 and 1964), and were 
able to maintain a relatively steady growth path in 1965 
to 1967. 


Prices and international payments balances 


How far have the pressures on costs and prices, and 
on the balance of payments, been moderated by the 
widespread policies of restraint, and the depressed de- 
mand conditions, of the past two or three years ? Some 
analysis of these developments over a period of years is 
offered in section 2 of this chapter, since the experience 
of a single year cannot lead to useful conclusions. One 
fairly clear finding, which can hardly be surprising, is 
that the effects of deflation on pay, costs and prices 
take a number of years to come into play, although the 
effects on the balance of payments, especially on im- 
ports, are more speedy. 


The effects on producers’ wholesale prices for indus- 
trial goods are evident from the figures below and show 
a marked slowing down. This is associated with the 
increases in productivity, and slowing down of the in- 
crease in unit labour costs, described in section 2. 


Even by 1967, however, the slowing down in whole- 
sale prices had had only moderate effects on the rise in 
consumer prices in many countries — although the effect 
in western Germany, when the recession was deepest, 
was very clear. There are several reasons for the differ- 
ence, including the familiar ones of rising food prices, 
increasing rents and rising prices of services — factors 
that are only weakly influenced by cyclical tendencies, 


Percentage change 
from previous year 


1964 1965 1966 1967 


72 30 11 
68 425 49 №3 * 
75 36 22 02* 


> Not adjusted for seasonal fluctuations. 
с Industrial Europe = EEC + EFTA, including Finland but excluding Portugal. 


Producer prices for industrial goods in selected European countries 


Percentage changes from previous year 


Country 1964 1965 | 1966 1967 
Austria =, $986 «225 33 2.6 1.9 2.4 
Belgiam. (5... 5.0 0.5 0.4 — 2:2 
И Е 5. 1:7 5.1 4.1 7, 
Pinlandi=- ce И а 2.6 3.1 3.0 1.9 
Prance so ae ee 2.5 0.5 2.8 —0.6 
Western Germany . I eel 2.3 Я —1.0 
а ee 5.4 4.0 4.4 aw * 
Ца. Е. 4.3 0.9 1.4 0.0 
Netherlands 2... 5.6 2.6 д 1.1 
Norway п ае 2-7 33 3.0 1.5 
SWeGen eee ee ees 3.2 Sat 4.2 et 
United Kingdom ... Det 3.8 2.7 1.1 


Sources: National.statistics. 


Another reason is that one important element in demand- 
restraining policy has been the increase of indirect 
taxes (or of the prices of public services), which are 
generally effective as brakes on demand but inevitably 
lose part of their force by stimulating wage pressures. 


On the balance-of-payments side (more fully described 
below and in Tabe 10) the big changes were the return, 
through deflation, to an immense current surplus in 
western Germany while the United Kingdom returned, 
in spite of deflation, to serious deficit. The current 
account worsened in France and the Italian surplus was 
also reduced. Improvements in the current balance, on a 
smaller scale, were recorded by all the smaller countries 
(except Denmark and Norway); the deflation of do- 
mestic demand mostly offset the effects of slower growth 
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Consumer prices: percentage changes 


Average for year During year @ 
Е“ 1966 1967 1966 1967 
а occ wu i 22.) 4.0 1.9 3.9 
Ея... 4.2 2.8 3.2 3.2 
Denmark ..... 6.7 6.9 6.25 10.35 
PBinland . 5. 3.9 5.6 4.9 6.7 
Brance 2G")... VP: 2.6. 2.8 2.8 3.4 
_ Western Germany . 3.5 1.4 2.6 0.4 
тео Е. 3.0 3.1 3.9 е 2.6¢ 
italy occ 2.0 2.0 1.8 1.8 
Netherlands . 5.8 3.3 3.9 4.3 
оС > 3.3 4.4 4.2 4.3 
Sweden's 4,205 6.6 4.2 5.6 2.9 
Switzerland ть 4.8 3.6 4.6 eh) 
United Kingdom . . 3.9 2.5 3.7 25 


Sources: ECE, Statistical Indicators of Short-term Economic Changes in ECE 
Countries; National statistics. 


@ December over December. 
> October over October. 


_ © November over November. 


of world markets. As a result, the current account sur- 
plus of the industrial countries of western Europe as a 
group increased considerably (from about $1 billion in 
1966 to $2 billion in 1967). 


Unemployment and the labour market in the recession 


Increasing unemployment has been the major social 
consequence of the recession. The statistics of unemploy- 
ment often fail to measure its full effect. This is partly 
because a weak labour market results in substantial 
departures from the recorded labour force; and partly 
because the great influx of immigrants, from southern 
Europe or overseas, which helped to meet the increasing 
needs of some of the industrial countries during the early 
nineteen-sixties, was reversed. Some of these reactions 
in the labour market, over a longer period, are explored 
in more detail in section 2. 


Unemployment increased nearly everywhere in 1967; 
the only exception was Italy. But in some countries it 
remained extremely small (Norway and Switzerland 
particularly). As a measure of the severity of recorded 
unemployment in 1967, Chart 1 plots its course during 
the recent recession and compares it with the levels 
reached in previous cycles, the chart being centred on 
the шоп у peaks reached, using seasonally adjusted 
data, in each cycle. In most countries, there is now clear 
evidence of a falling tendency in unemployment since its 
1967 peak.® 

When comparison is made with 1958-1959, it is only in 
France* and the United Kingdom that substantially 
higher levels of unemployment were reached in 1967. In 


з In France, where there has so far been no apparent reduction, the 
latest month available has been plotted as the “ peak ”. 

4 Part of the increase in France in the second half of 1967 may have 
been due to the extension of unemployment insurance and the better 
organization of employment exchanges. It has generally been 
calculated that the “true” figure of unemployment in France 
(reckoned from the 1962 population census) is about 1.9 times the 
official figure of applications for jobs. This proportion may now be 
somewhat less. 
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western Germany, there was still a high level of unem- 


ployment before the recession of 1958 began; but the 
increase in unemployment during the recession was 
greater in the twelve months leading up to the peak of 


1967.5 


The concentration of unemployment in particular age 
groups is a familiar feature. Of the male unemployed in 
western Germany in April 1967, one-third were men 
over 55 (who make up only 20 per cent of the male 
labour force). In western Germany and the United King- 
dom, unemployment has been concentrated upon un- 
skilled workers (in the United Kingdom half the male 
unemployed were so classified in June 1967). This is the 
normal pattern. But in France, according to the statistics 
of applications for jobs, a rather striking contrast is 
seen: the increases in unemployment have been much 
heavier among the more skilled workers and office 
workers.® This may reflect the trend towards rational- © 
ization of industry and amalgamation of small enter- 
prises. It is less surprising, in view of the demographic 
pattern, that the biggest increases in job applications in 
France have come from the younger age-groups (under 
18 and 18-24) indicating the considerable difficulties of 
finding jobs among the still swelling flow of new en- 
trants into industry. 


Prospects and policies for 1968 


The prospect for the next twelve months, as seen at 
the time of writing (March) is for a further quicken- 
ing, and widening, of the recovery now apparent in the 
larger economies and beginning to spread to some of the 
smaller ones. Policies shifted during 1967 and early 1968 
from restraint towards cautious expansion, influenced 
particularly by the increases in unemployment brought 
about by deflation.” It is, however, impossible to assess the 
full implications of the international monetary crisis which 
came to a head in mid-March. That crisis is bound to 
exercise an influence on the shape of policy, and on 
business confidence, in many countries, and it would be 


5 The increase, and the level, of unemployment in western Ger- 
many would have been larger still in 1967 had it not been for the 
emigration of foreign workers. 

As percentages of the total population of working age, the rates of 
unemployment were as follows: 

1958-1959 peak 1967 peak 


Аа, Re eee 2.8 1.7 
ВЕБ, м aes 2.5 1.6 
Denmark .50 6. 3 ck Ais 3.0 (1956) 1.6 
Prance er кое. 0.5 0.7 
Western Germany ..... 2.6 1.6 
Netherlands. . 0... 5 «ss 1.4 1.2 
Мориа: a Gis oe 1.4 0.6 
BWEGER РР hw) ss we 1.0 0.9 
Great Britain ....... 1.4 1.6 


Because of differences in the definitions of unemployment, inter- 
country differences in these ratios may mislead. 


8 Increase in applicants June 1966 to June 1967: 


Percentage Thousands 
Unskilled labourers ...... 38 9.7 
Semi-skilled workers . ..... 30 17.3 
Skilled and clerical workers . . . 51 16.1 
Technicians and “cadres” ... 33 2.5 
Total 37 45.6 


Source: Bulletin mensuel de statistiques sociales. 
7 A schematic summary of policy measures since the beginning 
of 1967 will be found in Table 4. 
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absurd to predict that no new disturbances will arise in 
the next few months. What follows is based on the 
_ assumptions that international action will serve to main- 


tain confidence in the international monetary system; 


_ that policies in western Europe will continue to aim at 
‘balanced economic expansion and particularly at the 
_ removal of the underlying disequilibria in the network of 
international transactions ; and that new developments 


outside — particularly in the United States —will not 
drastically affect the prospects for the western European 


economies as now seen. 


_ The national projections (reproduced in Table 1) all 
need to be qualified by appreciation of the circumstances 
in which they were made. Some were drawn up before it 


_ was possible to consider at all deeply the implications of 


the devaluations and of the measures for correcting the 
payments deficit of the United States (some, indeed, 
before these developments occurred). Other projections 


_ were made at the turn of the year, when it was not at all 


clear how fast economic activity in the major economies 
was expanding, and when the outlook for international 
trade appeared rather bleak. Others, again, express 
policy aims which may be modified. 


These national projections (together with secretariat 
estimates for the several countries for which no author- 
itative projection has been made) yield an increase in 
aggregate output in 1968 of about 4 per cent for the 


_ industrial countries of western Europe, against 2 per 


cent in 1967. A more optimistic interpretation of the 
outlook — based on changes in output and trade re- 
corded in recent months, as well as on the assumptions 
just stated — could very well add a percentage point or 
so to the aggregate growth rate. 


A GNP growth in 1968 for western Europe as a whole 
of, say, 5 per cent in volume terms would, judging from 
past experience, be accompanied by an increase in the 
import volume of goods and services (including intra- 
trade) by about 9 per cent, which may be roughly trans- 
lated into a growth of the value of commodity imports of 
10 per cent. It should, however, be observed that the 
long-term relationship between GNP and trade growth 
does not necessarily hold for individual years. For that 
reason the expectations of western European trade 
growth cannot be given in very precise terms. Thus the 
value of western Europe’s imports from the rest of the 
world could in 1968 increase by anything between 5 and 
10 per cent, and the value of intra-trade by between 10 
and 15 per cent. 


The latter change implies an increase of the f.o.b. 
value of that trade by $6 to $814 billion, or twice to 
three times the increase recorded in 1967. (In 1964 there 
was an increase by $5.5 billion.) All western Zurcpean 
countries, except perhaps the United Kingdom, can be 
expected to increase the dollar value of their imports in 
1968, but the most significant contribution to the expan- 
sion in intra-western European trade must come from 
the revival of west German imports. In 1965, western 
Germany increased imports from western Europe by 
$1.6 billion, in 1966 by $250 million; in 1967 there 
was a reduction by $470 million. In 1968, there s’1ould 
be an increase of over $2 billion. 


с ~ PORE и: Ал 


The repercussions of the changed western European 
trading position on the trading position of other areas 


_ may be assessed as follows. The measures taken by the 


United States (up to mid-March are not, on balance, 
likely much to affect the commodity export surplus. It’ 
seems probable, on the other hand, that Japan in partic- 
ular, and also the other overseas developed countries 
(outside North America), will achieve a bigger export 
surplus in 1968 than in 1967. The developing countries 
are undoubtedly bound to gain from the higher level of 
demand in western Europe, and as economic growth in 
other regions is not expected to slow down, they will on 
balance experience a far greater export increase in 1968 
than in 1967 (when this growth was very small). On the 
other hand it is very unlikely that there will be any 
significant improvement in their terms of trade. Unless 
their imports continue to increase as much as in 1967, 
there should be some decline in the aggregate trading 
deficit of the developing countries. 


Thus the major shifts in 1968 in the pattern of world 
trade between regions, within the framework of some 
acceleration in the growth of world trade, seem likely to 
Бе: a sharp improvement in the trading position of the 
United Kingdom, some improvement in that of Japan 
and the other overseas developed countries, and some 
improvement, too, in that of the developing countries. 
These are likely to be matched by a reduction in the 
surplus of continental western Europe. It does not at 
present seem that any large change can be expected in 
the trading surplus of the United States, nor does the 
trade balance of eastern Europe as a whole change much 


from year to year. 


* 
% * 


Physical resources in western Europe would mani- 
festly permit economic growth in 1968, and in 1969, at 
least at the average annual rates indicated in national 
plans for the later nineteen-sixties and could retrieve in 
addition some, but not all, of the ground lost by low 
growth rates in the immediate past; these plans are 
analysed and compared in section 4 of this chapter, 
where it is suggested that the annual rates of growth on 
which they are based can generally be taken to represent 
the “normal” rates of growth considered appropriate 
in the conditions of the next few years. 

In spite of these apparently favourable conditions for 
considerably faster growth, both guvernment and busi- 
ness strategies remain cautious. The principal reason is 
that the recession did not remove the factors underlying 
the internal or external imbalances. 

On the internal side, the recession has, in the end, 
done something to bring down the rates of increase in 
costs and prices, but only after a long delay, and at the 
cost of substantial losses in potential output. Hopes that 
may have been entertained of a quick cure to inflation, 
by demand restraint on the scale so far practised, have 
been rather widely disappointed. This has been one 
reason for official caution in promoting the re-expan- 
sion of internal demand. It can be a good reason for 
preventing the very rapid bursts of expansion which 
were allowed, or even encouraged, earlier in the decade. 
But there is no justification from experience for sup- 
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posing that a moderate rate of expansion will create 
faster increases in unit costs than a period of prolonged 
demand restraint. 

More important for most countries, however, were the 
new uncertainties surrounding the achievement of ex- 
ternal balance. The major imbalances were not removed. 
The period of demand restraint did no more than earlier 
phases of fast expansion to remove the external deficit 
of the United Kingdom, although a year ago it appeared 
that progress was being made. The falling pressure of 
internal demand in western Germany resulted in a bigger 
current surplus in 1967 than had ever been recorded 
before. Italy’s large current surplus, although reduced in 
1967, remained very high (two-thirds that of western 
Germany). The French current account worsened, but 
French reserves continued to grow through the influx 
of capital. 

Notwithstanding the very extensive efforts made to 
hold the position through the existing international 
monetary machinery, the problem of the two key cur- 
rencies came to a head at the end of the year, and were 
at last met by major changes in British and American 
policy. 

The devaluation of sterling, granted a suitable domes- 
tic policy and a positive reaction by industry, should 
correct the deficit of the United Kingdom, which is 
fundamentally a problem of the disposition of current 
resources. The corrective measures so far taken by the 
United States, designed to save about $3 billion on the 
balance of payments, will operate predominantly on 
the international flow of capital. Their consequences for 
the other industrial countries should certainly not be un- 
manageable, granted appropriate national. policies and 
the appropriate forms of international co-operation. 
Both measures, if successful, will have their main direct 
impact on the economies of continental western Europe. 


It is impossible to determine with any precision the 
impact of the devaluation of sterling on the trading 
position of each of the other industrial exporting coun- 
tries ; any calculation would require detailed knowledge 
of relative competitive power in each market for each 
product. But if, for example, the result should be an 
increase in the volume of British exports of the order of 
15-20 per cent (not necessarily all this year),® then 
other exporters of manufactures would on average lose 
about 2 per cent of their exports — assuming no change 
in the total value of world trade in manufactures.® Such 
a loss is less than even the most pessimistic estimate 
of the likely growth in total world trade in manufactures. 
The major effect of the devaluation of sterling might be, 


8 п making this estimate (see page 22) it was assumed that the 
increase in cost resulting from the devaluation would be kept in 
check by appropriate incomes policies and that fiscal policies would 
aim at keeping private consumption approximately on the level 
reached in the fourth quarter of 1967. 

® Since the United Kingdom’s share of world trade in manufac- 
tures in 1967 was not more than about 12 per cent, allowance for 
any increase in world trade volume because of lower prices resulting 
from the devaluations could not materially affect the rough estimate 
given above. National estimates of the loss of exports, and increases 
in imports, due to the devaluations, made in other industrial coun- 
tries (e.g. western Germany, the Netherlands) are of the same order 
of magnitude. 


on optimistic assumptions, a change in the United King- 
dom’s current account from a deficit of $1.4 billion in 
1967 to a surplus of $300-400 million in 1968 (this is a 
more generous estimate of the swing for 1968 as a whole 
than that of the United Kingdom authorities, but might be 
achieved by the latter part of the year). The surplus might 
increase further — to something over $1 billion — in 1969. 
If it may be assumed that the counterpart of this improve- 
ment of the United Kingdom’s current surplus will fall 
mainly on other western European industrial countries, 
the result would be a reduction of their current surplus 
in 1968 of the order of $1 to $114 billion. That current 
surplus was in total $3 billion in 1967 (Table 10), to 
which western Germany contributed $2.4 billion and 
Italy $1.7 billion; in both countries economic policy 
assumes some reduction in surpluses in 1968.1° It must, 
however, be added that the devaluation of sterling will 
add to the balance-of-payments problems of some of the 
western European countries whose payments position is 
less satisfactory, and that it will have adverse conse- 
quences for some exporters to the United Kingdom of 
primary products who may lose volume of trade or 
suffer a reduction in export prices. 


The effect of the American measures is more complex 
and indirect. By contrast to the United Kingdom, the 
current account of the-United States has consistently 
shown a surplus. The chief impact of the American 
measures is, therefore, on the capital account. (A certain 
impact on current accounts is, it is true, expected from’ 
restrictions on tourism, reductions of government ex- 
penditure abroad and from negotiations to reduce “ non- 
tariff barriers ” ; the actual effects of these measures are 
hardly quantifiable at present, but their impact on con- 
tinental western Europe could hardly reach as much as 
half a billion dollars.) 


This emphasis on the capital account has the advan- 
tage for the rest of the world of keeping the impact of 
the correction of the American deficit within limits. To 
maintain internal balance within the economy is recog- 
nized to be necessary and the surtax proposed by the 
President (but not yet enacted by Congress) is intended 
to serve precisely that purpose; but in an economy in 
which foreign transactions play so small a part, to cor- 
rect the external account by acting on domestic demand 
would involve not only a very heavy cost to the United 
States economy but also quite unpredictable conse- 
quences for other countries. 


The restrictions on direct investment and bank lend- 
ing are intented to reduce by about $1 billion the in- 
flow of American capital into continental western 
Europe: 1? effectively a cessation of the inflow except for 
a restricted amount of reinvested earnings. In itself, a 


1 Тре official projections for western Germany (based on 4 per cent 
growth) include a reduction of DM 2 billion ($0.5 billion) in the 
surplus on goods and services. Rough estimates for Italy suggest a 


reduction in the current surplus on goods and services of about the 
same size. 


11 See for example the speech by М. Schweitzer, Managi 
Е . Е in 
eas of the IMF, to the Economic Club of New York, 6 pth 


i For a rough Е of the geographical incidence of the 
merican measure see National Institute Economi le 
eee ae. mic Review, February 
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ed | | by $1 billion into the 
whole of continental western Europe does not appear to 
present excessively serious problems. It is extremely 
‘small in relation to the total investment in the area 13 or 
in relation to the $34 billion of gold and foreign ex- 
change reserves. These are not, however, meaningful 
“measures of the effective impact. It is more significant to 
Telate the reduction of the capital inflow to the much 
more restricted size of the markets for investment funds. 
The impact of the reduced capital inflow on technolo- 
_ са] progress may depend on how far United States com- 
_ panies are able to draw on European capital. 


__ Taking together the effects of the British and Amer- 
ican measures on current and capital account — and 

granted that they are successful — the result for conti- 
nental western Europe as a whole is, then, ‘a possible 
reduction of $21 to $3 billion in the inflow of foreign 
exchange. Everything else being equal (including capital 

transactions with countries other than the United States) 
this would bring about a redistribution of reserves, and 
would have consequences for both domestic and ex- 
ternal policies of the countries experiencing a loss of 
reserves. 


For internal policy, the consequent loss of liquidity to 
the central banks (and to the commercial banking sys- 
tem in some countries) should not, in principle, be im- 
possible to counteract, if that is desired. It would not 
seem necessary for countries with large reserves and 

_large payments surpluses to change at all drastically 
their policies for management of income and output. 
The problems of internal management appear mainly 
institutional, and are connected with the imperfections 
of the capital markets.1* Nevertheless, these difficulties 
are real ones and there is a certain risk that the running 
down of liquidity, and diminished access to capital 
funds, will lead to higher interest rates and a more 
austere monetary policy than the overall economic situa- 
tion appears to require. The result may be to prejudice, 
later in 1968, the incipient revival of economic growth, 
and particularly of investment. Moreover, there are sev- 
eral western European countries which do not enjoy 
large reserves or large payments surpluses. For them, the 
problems of achieving balanced growth will be much 
more serious. 


On the external side, a lack of confidence, whether 
justified or not, in the efficacy of the actions so far taken 
to remove the underlying disequilibria created still more 
urgent and difficult problems for policy. The outburst of 
speculation against the key currencies in March 1968 
was set off by a number of factors. Among them was the 
slow progress made in the United States to support the 
measures already taken to cope with the persistent ex- 
ternal deficit by appropriate domestic measures, and 
especially by the difficulties of obtaining a tax increase 


13 The effect on some individual countries will be heavy, notably 
Belgium where American investment has been 9 per cent of’total 
fixed investment. See Economic Bulletin for Europe, Vol. 19, No. 1, 
p. 67. However, it has been emphasized in Belgium that a large pro- 
portion of American investment is in fact locally financed. 

14 Thus, it has proved extremely difficult, for example in western 
Germany and Switzerland, to offset the excess liquidity arising from 
an inflow of foreign capital and reserves. 


from the Congress ; meanwhile, the threats to internal 
and external stability appeared likely to be strengthened 
by increased expenditure for the Vietnam war. At the 
same time, pending the announcement of the British 


_ budget on 19 March, uncertainties had accumulated — 


about the firmness of the British Government’s follow-up 
of devaluation on the domestic policy front. 

The resulting rush into gold — intensified by the fact 
that the gold market offered a defensive speculation with 
little possibility of loss and the chance of substantial 
gains — led to the meeting of Central Bank Governors 
from the active members of the “gold pool” on 
16/17 March ; to the decision to cease supplying gold for 
unofficial dealings, leaving a free market in which the 
price of gold can differ from that at which central bank 
transactions“ are conducted; and to provide facilities 
which would bring the total amount of credits immedi- 
ately available to the British authorities to $4 billion. 
The Governors also stated that they no longer felt it 
necessary to buy gold from the market. Other central 
banks were invited to co-operate in these policies. 

It is impossible at the time of writing to assess the 
permanence of the solution offered. It appears, however, 
that the communiqué of the seven Central Bank Gov- 
ernors includes the three essential ingredients of a satis- 
factory outcome: the determination of the United States 
Government to defend the dollar by appropriate fiscal 
and monetary action; the determination of the British 
authorities to do all that is necessary to achieve a large 
and sustained surplus; and the preparedness of the 
majority of European countries to follow fiscal and 
monetary policies to promote domestic expansion com- 
patible with economic stability, to avoid so far as pos- 
sible monetary restriction and increased interest rates, 
and thereby to create conditions to assist all countries to 
achieve payments equilibrium. The next stage was the 
meeting of the Group of Ten (which includes repre- 
sentatives of governments as well as of central banks) at 
the end of the month. 


The value of international co-operation in the forma- 
tion of economic policy has been increasingly understood 
in the past few years. Its application has been limited, 
particularly because of the deep-seated character of 
some of the problems — both national and international, 
and not only economic — which governments have con- 
fronted. It would be tragic, however, if failure to solve 
the burning issues now urgently claiming attention on 
the international monetary front — issues of confidence 
which are capable of treatment by international co- 
operation — should prejudice the more effective de- 
velopment of European resources which is now within 
reach. 


A summary follows, attempting to assess the present 
position and prospects in each country, starting with the 
four major economies. It deals most fully with western 
Germany and the United Kingdom, where future devel- 
opments are the most uncertain and have perhaps the 
most significance for the immediate prospects in other 
countries. 


x 
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| — Chapter 1 


France — 

For three years, the growth of French national output 
has varied only within the narrow range between 4 and 
5 per cent, falling to the bottom of the range in the year 
1967 as a whole. The increase in industrial production 
was only 2 per cent,” but agricultural output increased 
by an exceptional 6 per cent. The stagnation of indus- 
trial output — which was almost stationary during the 
four quarters ending June 1967 — and the slower growth 
of national product are attributed largely to the weak 
development of exports. Investment growth was well 
maintained although it may have slowed down in the 
second half. But the rate of growth of private consump- 
tion fell off, and at 3 per cent was less than for several 
years. This may have been due in the first part of the 
year to a decline in the propensity to consume, perhaps 
due to apprehensions about the economic situation, but 
was also due in part to additional commitments for 
house purchases. 

From mid-1967, however, growth of industrial pro- 
duction accelerated and in the fourth quarter was 4 per 
cent greater than in the second, while exports also rose 
remarkably briskly —the increase consisting chiefly of 
industrial exports to EEC countries. 

Official projections for 1968 made in the summer envis- 
aged slight accelerations in exports, consumption and 
investment, including some increase in public invest- 
ment, sufficient to restore output growth to the 5 per 
cent rate of the Fifth Р1ап.16 But towards the end of the 
year, a rather more pessimistic view was taken reflect- 
ing both the uncertainties of the international situation, 
and some apprehension that private investment might 
weaken. The prospects reported in business tests were not 
too favourable.’ Forecasts at the end of the year (in- 
cluding those made by the OECD 7°) suggested that with 
existing policies the growth of national output would be 
nearer 414 than 5 per cent. 

In January 1968, the Government decided that further 
expansionary measures were required to achieve the 
Fifth Plan target, and to prevent a further worsening of 
the social situation. They were encouraged by prelim- 
inary reports of the limited impact on prices of the 
extension of the added value tax which was applied on 
1 January. The new measures (summarized in Table 4) 
provide for certain immediate tax reductions (including 
a 5 per cent reduction in most income-taxes), for in- 
creases in certain social benefits, for further aid to low- 
cost housing, and for additional funds for investments in 
depressed regiotis. In total, the new measures add 


15 Excluding construction. Including construction, the increase 
would be over 3 per cent. 


18 The figures for national output growth quoted here relate to the 
French accounting concept. The GNP (United Nations System of 
National Accounts) can be expected to increase by about 0.2 per 
cent less. For the projections see “ Hypothéses Economiques pour 
1968 ”, Statistiques et Etudes Financiéres, November 1967. 

™ Tests carried out by INSEE in December and Ja 
Le Monde, 4/5 February 1968). pastas 

It may also be noted that the “clignotant ”, or warning signal 
relating to industrial production was in the danger zone from June 
(although it emerged from it in October). 

* OECD, The Economic Outlook, No. 2, December 1967. 


FF 2.7 billion (0.6 per cent of GNP) to funds available. 
If fully spent, which is by no means certain, they appear — 
nicely calculated to make up the gap between current — 
forecasts and the Fifth Plan target.? But a quarter of — 
the total consists of tax reductions and tax incentives 
which may not add fully or quickly to final expenditure, _ 
and more than half the total consists of loans for house- 
building and local authority projects which may take 
some time to have their impact. These new measures — 
may not, in themselves, have the full direct effect on 
output that is desired. But the psychological effect on 
private spending may be as important — certainly more 
so than the piece-meal measures taken earlier in 1967. 
Moreover, the Minister of Finance has said that further 
steps to promote expansion at the Fifth Plan rate will be 
taken in June if required. It appears that the policy aim 
of maintaining the level of foreign exchange reserves 
may have yielded some of its priority to the objectives of 
economic and social development. 


No recent set of projections for 1968 has been pub- 
lished, but it seems clear that the achievement of the 
5 per cent target would depend heavily on the progress 
of exports and thus both on the upturn in world trade 
and on French competitiveness. For the increase in total 
merchandise exports in volume, the pre-devaluation 
projections set a figure of 11 per cent (a little above the 
Fifth Plan target). The direct effects of the devaluations 
may not be of great importance, in view of the rather 
small weight of trade with the United Kingdom and 
other devaluing countries (about 614-7 per cent of exports 
and imports). The effects on competitiveness in third 
markets, and particularly in the Community, may be 
more significant. (However, an analysis of west German 
imports in 1959, following the French devaluation, sug- 
gests that French exports were at that time displacing 
British exports in France’s main market only in certain 
lines, e.g. chemicals.) Moreover, there is some reason to 
believe that the competitiveness of French export in- 
dustry is more conspicuous in cyclical upturns.2° This 
may still be true in spite of the price increases that have 
already occurred or are likely in the rest of 1968, arising ~ 
from increases in public enterprise tariffs, and the small 
effect of the added value tax.?! The earlier projections 
envisaged a 2 per cent increase in 1968 as a whole in 
GNP prices, including 3 per cent on consumer prices. 


In view of the potential of the French economy, it thus 
seems reasonable to take 5 per cent growth as the ex- 
pectation for 1968. 


Italy 


National output in Italy continued to increase very 
satisfactorily in 1967, at about the same rate (514-6 per 
cent for real GNP) as in 1966. A relatively slow develop- 
ment of total exports of goods and services — which in- 


19 Even with the new measures, the overall budget deficit will be 
some FF 2 billion less in 1968 than in 1967, on present calculations. 
However a fall in the budget deficit was presumably already allowed 
for in the earlier projections. 

*° SEDEIS, Chroniques d’ Actualité, 20 December 1967, p. 807 ff. 

21 The added value tax also reduces the relative price of exports, by 
about 1 per cent, and of investment. But as regards export competi- 


tion, the introduction of the added value tax in western Germany has 
a similar effect. 
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growth of investment, both public and private. The big 
increase was in expenditure on machinery and equip- 
ment and was connected with the high rate of use of 
Capacity after the running down of investment in 1964 
and 1965 and nearly two years of fast growth of 
output.?2 es 
_ For a few months during the second and third quar- 
_ters, indeed, output appeared to be slowing down 
_ slightly ; the reason may have been the very slow growth 
of merchandise exports during the first three quarters. 
_ But in the last quarter exports and industrial production 
_ picked up briskly. 
__ Wages and salaries increased only moderately, partly 
because a number of three-year collective agreements for 
_ important branches of industry were settled in 1965 and 
z 1966 when the labour market was weaker and the eco- 
nomic prospects less favourable. Unit wage costs in 
industry did indeed increase in 1967 — but by less than 
2 per cent; and the biggest reason was the transfer of a 
part of social security contributions from general tax 
revenue to employers.?* There was no increase in indus- 
trial prices or in export prices for manufactures, which 
indicates a small decline on profits margins. There was 
only a 2 per cent increase in the cost of living and real 
consumption rose by about 6 per cent, as much as the 
year before. 


Since imports, notably of capital goods, increased by 
about 14 per cent in volume (goods and services), 
with no significant change in the terms of trade, the 
current account surplus sank in 1967 by about 
$400 million — but was still about $1,700 million. 


Economic policy appears to have played only a small 
direct part in the conjunctural developments of 1967. 
The considerable expansion of public investment — 
partly the delayed execution of plans conceived in 
1965 — had some importance. The removal of social 
security charges from the budget, although accompanied 
by. a considerable extension of benefits, had a restrain- 
ing effect. 


The strong expansionary forces within the Italian 
economy seem likely to maintain the growth rate in 
1968.24 Enterprise investments are forecast to increase 
again by nearly 20 per cent, at least as much as in 
1967.25 General government investments may rise 
rather more slowly, but probably by nearly 10 per 
cent.26 Exports, although they may be adversely 


22 In 1967, about 60 per cent of enterprise investment is estimated 
to have represented increases in capacity and forecasts suggest that 
this proportion will be at least as large in 1968. 

зз This reversed the earlier trend in 1964 to 1966 to 7 fiscalize ” 
more of social security contributions, which added significantly to 
profit margins and is generally believed to have contributed sig- 
nificantly to the stimulation of private investment. 

24 No official forecasts are available for Italy. 

25 According to business tests conducted in October 1967. See 
ISCO, Congiuntura Italiana, No. 1, 1968. 

зв Total expenditure on capital account of General Government 
is budgeted to rise by about 20 per cent (аз in 1967); this includes 
loans and capital transfers. 


‘Slowly than in any of the previous four years — was fully — 
ffset by a marked acceleration, to 11 per cent, in the 
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affected by the devaluation of sterling, may gain more | 


from recovery in western Germany and should increase 


rather faster than in 1967. Last year’s rate of increase in 
imports was not abnormal, in relation to the increase in 
GNP, and may even accelerate. Thus another reduction 
in the, current surplus is likely, but the surplus should 
still remain at over $1 billion. 


‘Wage pressures are expected to be even lighter than 
last year; contract renewals will affect only about one 
million workers, but there may be stronger pressures in 
1969. The increase in labour costs due to “ defiscaliza- 
tion ” of social security charges will not continue. 


By and large, therefore, there seems every chance that 
1968 will see a repetition of the expansion of 1967. The - 
growth of GNP seems likely once again to exceed the 
5 per cent target set in the medium-term plan (1966- 
1970) ; current tendencies suggest that the increase might 
be as much as 6 per cent. But with still ample labour 
reserves, a very strong balance of payments, and no 
serious demand pressures at present, there is no apparent 
reason why policy should become more prudent than it 
has been. There may be, indeed, good reason for steering 
economic activity more speedily along the broad lines of 
structural development laid down in the medium-term 
plan. 


Western Germany 


Industrial output fell, by about 6 per cent, between 
the middle of 1966 and the middle of 1967. The fall was 
greater than this for both capital-goods industries and 
consumer-goods industries (about 12 per cent in each 
group) but hardly affected the industries producing in- 
termediate goods (output in the metal-making, timber 
and paper industries remained fairly stable, and chemi- 
cals production continued to expand). In construction 
output fell nearly 20 per cent. 


Quite early in 1967, some signs of coming recovery 
began to appear : the policy of the Government and the 
Bank switched towards actively promoting expansion. 
The inflow of new orders, which had been falling 
steeply from early in 1966, turned up in the second 
quarter and continued to rise up to the end of the year. 
The trend in output changed shortly after the turn in 
new orders. The index of industrial production rose by 
3 per cent in the third quarter from the second, and by 
another 6 per cent in the fourth quarter.?’ By the fourth 
quarter industrial output was already 5 per cent above 
the average for the full year 1967 (and 8 per cent above 
the first half). 


The somewhat guarded “ projection” by the Federal 
Government for 1968 — which is rather a policy aim 
than a forecast — 15 an increase in gross national pro- 
duct, at constant prices, of about 4 per cent (6 per cent 
in money terms) for the year as a whole over the average 


27 The OECD seasonally adjusted index of production for Decem- 
ber 1967 showed a marked increase over November; there may be 
special and temporary reasons for the high December index. But 
even in October and November, output (seasonally adjusted) was 
ЗИ per cent above the second quarter. The index for January was 
approximately on the October-November level. 
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Notes to Table 4 


Norte: 


м 
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measures taken January-April; 
measures taken May-August; = - 
2 = measures taken September-December (and some in early 1968). 


< 
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The various policy instruments are briefly described as follows: 


Bank credit : Unless otherwise specified, refers to quantitative limits set on the 
amount of the credit to be extended over a period. 


Discount rate : Central bank discount rate, 
Taxes : Increases and decreases in tax rates are defined in each case. 
Other : Specified in each case; governmental expenditure is mentioned only where 


there seems to be a clear case of intention on the part of the public authorities to 
use this instrument to exert some influence on the conjunctural situation. 


Budgets for 1968 : Budgets аге classified according to overall effect. 
Prices and wages : Only controls legally enforceable are noted. 


External : Measures aimed directly at counteracting an adverse balance-of-pay- 
ments situation (or their relaxation). 


Austria 
1. Reduction in subsidies, increase in prices of bread and milk. 
2. May-June; ceilings raised on individual export credits and rediscount of 
export bills. 
3. April-October; reserve ratio lowered. 
4. Tax reductions to encourage economic activity. 
5. Planned budget deficit double that of 1967; aim is to stimulate aggregate 


demand and, in particular, investment. In addition, a contingency budget for 
anticyclical investment purposes has been adopted. 


Belgium 
6. Removal of quantitative commercial credit restrictions; long-term credit eased 
7. Hire-purchase terms have been eased. 
8. Discount rate reduced 5 times in the course of the year gradually from 5.25 to 
4 per cent. 


9. April — tax exemptions to encourage new investments; October — further 
incentives for companies increasing their capital through reserve transfers and 
mergers. 7 


10. April-May — fiscal alleviations for exports. November — subsidized interest 
rates for export credit. 

11. Ceiling for State guarantees for industrial investment credits increased. 

12. Budget 1968: various fiscal incentives for investment; acceleration of public 
works programme; fiscal incentives for construction and dwellings; further 
fiscal incentives for exports; also an Extraordinary Budget for additional 
investment. 


Denmark 

13. Discount rate raised by 1 to 7.5 per cent. 

14. Introduction of 10 per cent value added tax. 

15. Budget 1968: expenditure programme reduced, taxes raised (following devalua- 
tion). Price controls proposed. 

16. Government relaxes quantitative restrictions on building. 

17. Danish krone is devalued by 7.9 per cent. New rate: $US = D.Kr. 7.50. 


Finland 

18. Tax rates on tobacco increased. 

19. October — Finnish markka devalued оу 23.81 per cent. New rate: $US = 
F.Mk. 4.19997. A 14 per cent export levy was introduced (later reduced on some 
items). 

20. Price freeze from December 1966-March 1967, revoked in August 1967. 

21. Amendment of tax on automobile imports; purchase tax on motor-vehicles 
increased from 50 to 55 per cent. 

22. Restrictions tightened on tourist expenditures abroad. 


France 

23. Extension of value added tax to distribution and services; increase in some 
social security contributions for employees and employers, and reduction of 
certain benefits. 

24. Several deposit banks lower interest rates for mortgage loans to private per- 
sons for old and new housing; ceilings on bank credit abolished. 

25. Terms for hire-purchase on cars eased. 

26. Turnover tax exemption for interest on mortgages. 

27. July — new set of measures to stimulate the economy: reduction in indirect 
taxes for commercial vehicles and buildings; advancement of 1968 intended 
expenditures on public works and housing. 

28. Government reduces taxes for exports under certain conditions. 

29, Second supplementary budget for 1967 approved, including an acceleration of 
planned expenditure and reduced taxes on small incomes. 

30. Public administration and nationalized cnterprises asked to speed up their 
orders for equipment. 

31. First supplementary budget approved for 1967, including opening of credits 
to the private sector and utilizing part of the financial resources obtained 
through a F.Fr. 1.25 milliard state loan. 

32. June — set of measures to stimulate the economy, including: credit expansion 
for the building sector, speeding up of expenditure by state and nationalized 
industry; easing or elimination of price controls; additional loans to local 
authorities. 

33. January 1968: set of reactivating budgetary measures (“ plan de relance ”). 
Certain direct and indirect taxes are reduced and public capital expenditures 
as well as transfers to the private sector are increased. 


Western Germany у 

34. 10 per cent value added tax to be introduced in January 1968 — to be raised 
to 11 per cent in July. ; Е 

35. Uniform reduction of 11/ per cent in banks maximum rates on deposits. 


36. April — abolition of control on interest rates of credit institutions; May — 
banks reduce rates on savings deposits to 3 Y/y per cent. 


37. Minimum reserve ratios reduced several times in the year. 
38. Discount rate reduced gradually from 5 to 3 per cent. 


39. Special capital depreciation allowances provided for business assets acquired 
January-October. 


40. February and September — two contingency budgets passed providing extra 
investment expenditure. 


41. Measures taken to discourage capital exports. 


Treland 

42. Discount rate raised from 61/2 to 8 per cent. 

43, Taxes increased on tobacco and beer. 

44. Banks allowed to increase credits outstanding by 10 per cent. 
45. Hire-purchase restrictions revoked. 


46. Budget 1967/68: public capital expenditure to be increased 10 per cent, current 
expenditure 7 per cent; increase in initial allowances on capital expenditure. 


47. Devaluation by 14.3 per cent. New rate: £ = $US2.40. 


Italy 


48. Discontinuation from January 1967 of Government participation in payments 
of employers’ contribution for social security (in 1964/66 Government paid 
share of the contribution). 


49. Extension until 1970 of all fiscal and credit measures adopted in 1966 to foster 
construction of dwellings. 


Netherlands 


50. Quantitative restrictions gradually removed on bank credit to private sector; 
business development credits now available to small and medium-sized enter- 
prises not meeting normal banking requirements. 


51. Minimum hire-purchase deposits reduced. 
52. Discount rate lowered from 5 to 41) per cent. 


Norway 
53. Credit restrictions progressively tightened. 
54. Hire-purchase down payments increased. 


55. Reduction of tax concessions for building materials and equipment, more 
generous tax allowances for insurance premiums and other savings. 

56. Spacing out of loans by state banks; selective cut in building quotas; incentives 
for business firms to hold funds in special blocked accounts. 


57. Business expense allowances raised; more lenient taxation of married couples 
or survivors with dependants. 


Sweden 

58. Several credit-restraining measures become effective January 1968. 

59. Discount rate lowered from 6 to 5 per cent in successive stages, raised again 
to 6 per cent in December. 

60. General sales tax — tobacco, non-priority construction. 

61. Reductions on income tax. 


62. Release of blocked private investment funds for approved purposes; general 
push in building and construction sectors. 


Switzerland 
63. Abolition of credit ceilings. 
64. Discount rate lowered from 31/) to 3 per cent. 


United Kingdom 

65. Ceiling on bank credit restored; had been removed early in the year. 

66. Successive hire-purchase relaxations; November — policy reversed. 

67. Bank rate reduced early in the year successively from 7-5 per cent; October- 
November increased successively from 5 2-8 per cent. 

68. (With devaluation) corporation tax increased; export rebate to be abolished; 
cuts in public expenditure programmes announced; selective employment 
tax: premium to manufacturers to be withdrawn. 


69. Investment grants increased. : 

70. Selective employment tax — additional premium to manufacturers in develop- 
ment areas; increases in retirement pensions and other social benefits, and in 
social insurance contributions. 

71. Cuts in public expenditure programme: increases in 1968/69 cut from 6 to 
31, per cent. Cuts affect defence, education, housing, roads, investment by 
nationalized industries. Increases in revenue promised from social insurance 
contributions, charges for medical prescriptions. 

72. Pound devalued by 14.3 per cent. New rate: £ = $US2.40. 

73. January: complete standstill on wage and price increases lifted January-June: 
period of severe restraint. July: criteria for increases relaxed; advance notifica- 
tion of wage and price increases required; temporary powers to prohibit wage 
and price increases lapse. April 1968: additional powers to prevent wage and 
price increases. 

74. April 1968 budget: tax increases adding over £900 million (in full year) to Central 
Government tax revenue (including items previously announced (see 68)). 


The statistical evidence of а rather strong recovery 
during the second half of 1967 rests almost wholly on the 
index of industrial production. Industrial employment 
appears to have increased little since the middle of the 
year ; however, as pointed out in section 2 of this chap- 
ter, it is not to be expected that employment should 
increase until several months after an upturn in output. 
Unemployment (with the OECD seasonal adjustment) 
began to fall in June which may be due to the continued 
net outflow of foreign workers. On the expenditure 
side, there seems to have been only a moderate expan- 
sionary impulse from private consumption so far.%° 
Retail sales in volume were no more than 2 per cent 
up in the fourth quarter over the first half of 1967 
and most of this increase was in December ; total em- 
ployment incomes have in any case been very stable. At 
the same time, production of consumer goods (including 
smaller motor-cars), and particularly of household ap- 
pliances, has risen rather more than total retail sales ; 
the latter may somewhat understate the rise in total 
private consumption (although some of the production 
increase may represent replenishment of stocks); con- 
sumer debt has also increased. There is no reason to 
believe that public consumption has contributed to the 
upturn. Exports have risen only moderately during the 
year (the volume of finished goods exports in the second 
half was only 1 or 2 per cent above the first half). The 
problem is therefore to assess the extent of recovery in 
gross fixed investment and in stocks. 


Production of capital goods in the fourth quarter of 
1967 was already 10 per cent over the depressed level of 
the first half year (after a 3 per cent rise in the third 
quarter — seasonally adjusted) and construction in- 
creased as much. This increase in capital-goods output 
followed an increase in new orders (beginning in the 
second quarter) which was marked in both domestic and 
foreign buying. Although the coverage of “capital 
50045 ” and construction is not identical with that of 
fixed investment, these increases in orders and output 
certainly imply a strong rise in fixed investment.°1 
eee 1968 der Bundesregierung (January 


я The latest private forecast available, that of the IFO Institute, 
projects an increase in GNP in 1968 of as much as 514 per cent, 
Wirtschaftskonjunktur, January 1968. 


7 The volume of real consumption was indeed well maintained 
during the recession, at the expense of saving (in contrast to French 
experience). 


31 In early 1967, the capital-goods industries were suffering worst 


Part of this increase may well have been due to the 
emergency programmes for additional public capital ех- 
penditure of which the first (for DM 2.5 billion) was 
approved in February 1967 and the second (for 
DM 5.3 billion) in September. These programmes are 
together equivalent to about 7 per cent of total invest- 
ment (about equally divided between construction and 
equipment) 32 but no more than a fraction of the orders 
could have been placed in time to set going the rise in 
the production index.** The uncertain evidence sug- 
gests, therefore, that a large part of the rise in capital- 
goods output derived from private investment 
orders.2* Two qualifications are, however, necessary. 
Part of the increase in private investment may have 
resulted from the accelerated depreciation allowances for 
tax, which were conditional on corresponding orders 


- being placed by October 1967 ; in itself, this could give 


an only temporary spurt to investment, but in fact the 
upward trend of new orders continued after October. 
Second, a part of the increase in production of capital 
goods no doubt represents increases in stocks and work 
in progress, possibly in excess of actual orders placed. 
Total stockbuilding, including work in progress, was 
negative in 1967 as a whole—not only for cyclical 
reasons but also because uncertainties about tax treat- 
ment of stocks under the value added tax may have 
caused some hesitation in purchasing. However, the 
position was clarified in the autumn, which may have 
resulted in a certain rebuilding of stocks towards the end 
of 1967. 


Is the recovery firmly enough based, and sufficiently 
self-sustaining, to last throughout 1968 and beyond ? A 
certain -contractionary influence may be felt from 
measures for tax reform introduced, or at present ex- 
pected to be introduced, during 1968. These measures 
are regarded as part of a medium-term policy for stabi- 
lizing the budgetary situation, independently of cyclical 


from the recession. Thus expansion in the second half of 1967 
recovered only a part of their 1965-1966 share in total industrial 
output. 


32 See Deutsches Institut fiir Konjunkturforschung, Wochenbericht 
1967, No. 39, for an analysis by industry of the impact of the 
emergency programmes. 


33 Indeed the Government’s Economic Report blames the un- 
expected severity of the recession in early 1967 partly on the reduced 
capital expenditure of the Gemeinde (which account for over half 
of public capital spending); such expenditure actually fell 5 per cent 
in 1967 as a whole, while a very small rise in Federal expenditure 
was balanced by a small reduction in that of the Lander. (Table in 
para. 49 of Report.) The orders under the first programme were 
probably all placed by the autumn, but few of those under the second 
programme before the end of the year. 


= The Deutsche Bundesbank (Monthly Report, January 1968) 
estimates of quarterly national accounts put total fixed investment 
in the fourth quarter at 4 per cent (nominal, seasonally adjusted) 
above the first half year (and investment in equipment at 5 per cent 
up). This is less than the rise in capital-goods output. The Bank sug- 
gests that, although the special depreciation allowance and placing 
of orders under the Government programme were important fac- 
tors, “the persistently large placing of orders in November and 
December reflects, quite generally, the business community’s 
intensified readiness to invest”, which is also shown by upward 


revisions in enterprises’ capital projects and is supported by the 
marked increase in profits. 
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developments.*® They include increases in personal and 
corporate income-taxes and social security contributions 
in January 1968, an increase in the value-added tax in 
mid-1968 and certain reductions during 1968 and there- 
after in subsidies and welfare expenditure. These fiscal 
changes would in themselves reduce real disposable in- 
comes of the private sector.*° If these measures are put 
into effect, the overall stimulus given by Government 
action in 1968 will not be large. The official projections 
for public sector finances 3" envisage no change in the 
General Government surplus on current account, but a 
DM 3 billion increase in the deficit on capital account 
(mainly because of the increase in public capital 
formation). This is much less than the extra stimulus 
given by public finances in 1967, when the increase in 
expenditures (current and capital) exceeded the in- 
crease in revenue by nearly DM 10 million. The pro- 
jected: increase in capital expenditure in 1968 may be a 
rather conservative estimate. 


The official projection of a 4 per cent growth rate for 
1968 includes a considerable increase in stockbuilding 
(nearly a third of the increase in GNP) and a rise in 
private investment of 7 per cent (nominal) which may be 
regarded as cautious in the light of recent trends. The 
increase in real consumption, however, is put at less than 
2 per cent. The projections show only a very small 
reduction in the current surplus on the balance of pay- 
ments,** and a very small rise in employment (although 
unemployment is expected to #Ё1).33 A rather faster 
growth rate would presumably reduce the current sur- 
plus rather more and might add more to employment. 


In accordance with the projections for labour demand, 
conventional rates of wages and salaries are projected to 
rise by 4 to 5 per cent with a somewhat smaller rise in 
effective hourly earnings —implying a rise in average 
earnings slightly less than the projected increase in pro- 
ductivity. It is hoped that unions and managements will 
observe these projections as “ orientation data ”.10 


It has been Suggested above that the Government 
projection may imply a certain levelling out of the гесоу- 


35 “ Given the situation of Federal finances, it is impossible for the 


Federal Government to pursue a purely anti-cyclical financial 
policy, as there is a conflict between the aims of stimulating the 
economy and of rehabilitating the budget ” (press report of speech 
by the Minister of Finance, 7 December 1967). 


86 OECD, Economic Outlook, December 1967. 


37 Given on a national accounts basis in the Jahreswirtschaftsbe- 


richt 1968, page 15. 


38 The surplus оп goods and services is put at DM 14 billion in 
1968 against DM 16 billion in 1967. Allowance is made for the 
devaluaticas, which are expected to result in a loss of about 1 per 
cent in export values and an increase of about 1 per cent in import 
values, compared with what would otherwise have happened. 


8° The projected employment increase is 100,000, and the fall in 
unemployment 150,000 (the difference arising from the demographic 
trend and the downward tendency in activity rates). It is expected 
that the number of foreign workers will be on average less in 1968 
than in 1967, but that some net immigration may be resumed in the 
course of the year. 


© For 1967, the Government, management and labour reached 
agreement on the corresponding “ orientation data ” for that year 
including a 4 per cent (nominal) rise in GNP and a 4 per cent rise in 
average earnings. The rise in GNP (nominal) was 0,3 per cent and 
in earnings 3.1 per cent. 


ery already achieved. Considerable interest therefore 
attached to the rather different views on the “ desirable 


growth rate expressed at the end of last year by the 
Council of Experts.4! The experts criticized the Gov- 
ernment’s delay in counteracting the recession (attribut- 
ing it in part to “ Konjunkturoptimismus ”). While re- 
cognizing 4 per cent growth as a reasonable aim for the 
medium term, the experts put forward proposals for a 
temporary acceleration to 6 per cent or more (in real 
terms) during 1968 and 1969, which they believed to be 
possible in view of the existing unused capacity. One 
major condition for such an acceleration, while preserv- 
ing the required degree of price stability, would be a 
two-year “frame agreement” with managements and 
unions providing for given rates of average pay ш- 
creases. The suggested rates of expansion could be 
initiated partly by tax reductions and partly by greater 
increases in public expenditure than those now planned. 
The experts recognized that this acceleration would 
reduce the balance-of-payments surplus — but not below 
about DM 2 or 3 billion (current account, goods and 
services) which is not very different from the Govern- 
ment’s aim.*” 


The Federal Government, in its Economic Report, * 
however, takes the view that 4 per cent growth ia 
1968 represents, in present circumstances, the way 
towards an “optimal combination” of the objec- 
tives of price stability, a higher rate of activity and 
external equilibrium. It is defined not as a forecast but 
as a statement of what is desired and for which, if 
necessary, “the conditions should be created, within the 
framework of a market economy ”.44 The Government 
further declares that it will “if necessity should arise, 
immediately take steps to hinder an overheating of de- 
mand endangering stability ”.*° 


On the rather fragile evidence described above, it 
seems that the forces of expansion, arising both from 
policy and from improved business expectations, may 
already be strong enough to achieve significantly more 
than the 4 per cent growth target in 1968. The question 
is whether the Government will feel obliged to dampen 
growth down if exchange reserves should begin to fall or 
before any clear signs of internal “ overheating ” should 
arise. On the other hand, if the present recovery begins 
to fade out, the Government may need to decide whether 
to offset, or to postpone, the proposed measures to 
restore budgetary balance. 


The United Kingdom 


Devaluation of sterling opens a new stage in the long 
struggle against the underlying deficit in the international 


a Sachverstdndigenrat. Jahresgutachten 1967/1968, “ Stabilitat im 
Wachstum ”, December 1967 (especially page 128 ff.). 

с Ibid., page 149. In its projection for 1967, the Government had 
defined external equilibrium ” as a surplus on goods and services 
in the neighbourhood of 1 per cent of gross national product (i.e. 
about DM 5 billion), which would correspond to the “ foreseeable 
financial obligations of the Federal Republic ”. 

43 The Government’s Economic Report is, in part, a statement of 
the Government’s position on the Experts’ Report. 

“4 Jahreswirtschaftsbericht 1968, paras. 42 and 30. 

Ты pata, 52: 


_ accounts of the United Kingdom.‘* Previous stages had 
_ taken two alternating forms : the policy-induced expan- 
‚ sions, of which the last, in 1963-1964, was the one most 
consciously aimed at increasing competitiveness by a 


breakthrough into fast growth; the almost immediate . 


_ result, leading to three years of demand restraint, was a 
_ current deficit of £400 million in 1964. The second was 
| the succession of periods of deflation which had рге- 
_ viously succeeded, with considerable losses of output, in 
_ correcting the balance of payments; but the mild defla- 
_ (оп of 1965, and the much more severe measures of J uly 
1966, were followed by a current deficit of about £500 
million in 1967. 


In early 1967, indeed, the prospects appeared a little 
brighter. The current account had moved into surplus in 
the second half of 1966 ; the freeze on wages and prices 
in the period had proved effective; there were ample 
reserves of labour and capacity ; it seemed reasonable to 
` suppose that the pressure of domestic demand was 
greatly eased and that some steady progress was being 
made, as after previous deflations, towards external 
balance. Although the prospect of a current external 
surplus large enough to repay the debts acquired in the 
past three years was still somewhat remote, it was pre- 
sumably felt that further deflation, within tolerable 
limits, was unlikely to achieve more. Policy swung 
towards a cautious and controlled expansion. Consumer 
credit restrictions were successively relaxed. Bank rate 
was successively reduced and the ceiling on bank ad- 
vances removed. Increases in social security benefits 
came into effect in October.47 The budget of April 1967 
was effectively neutral. 


To the effects of the change in policy was added a 
moderate increase in wages and salaries. The almost 
complete compulsory standstill was followed, as previ- 
ously arranged, by a period of “ severe restraint ” in the 
first half of 1967, and by a looser period of control 
thereafter. An increasing number of wage and _ price 
increases were referred to the National Board for Prices 
and Incomes, whose recommendations have carried con- 
siderable weight although not backed by statutory 
powers. The machinery established in 1965, by which 
wage claims are submitted in advance to the Trades 
Union Congress for approval, continues to operate and it 
is believed that unions were discouraged from proceed- 
ing with some claims and others were modified. Never- 
theless, average weekly pay increased about 6 per cent 
during the course of the year.*® 


The effects on real expenditure and output were not 
apparent until the middle of the year ; increasing private 
consumption, set off by rising incomes while consumer 
prices remained fairly stable,*? was responsible. After a 


46 For some evidence of the weakening competitive position of the 
United Kingdom over recent years, see section 5 of this chapter. 

47 Although balanced by increased contributions, the extra con- 
tributions from employers would have only a delayed effect on 
expenditure and would partly be shifted into prices. 

48 From fourth quarter 1966 to fourth quarter 1967. This includes 
some increases postponed during the standstill. Wage drift remained 
very small. 

49 Retail prices rose only 2 per cent between the fourth quarter 
of 1966 and 1967. 


year and a half of stability, real consumption rose by 2 
or 3 per cent between the second and fourth quarters of 
1967. At the end of 1967 and in early 1968, there 
appears to have been a certain spurt in retail sales, and 
in motor-car buying, which may have been largely due 
to buying in advance of expected tax increases. There 
was no increase in fixed investment or in other cate- 
gories of demand during the year; total imports re- 
mained fairly stable in volume. Thus the rise in national 
output (and in industrial production) from the second to 
the fourth quarter was of the order of 1 or 2 per cent 
and industrial employment continued to decline slowly 
throughout the year; but unemployment, after reaching 
a peak in the summer, thereafter began to decline. 


The test, of course, lay with the balance of pay- 
ments-— and the current account in fact worsened in 
1967, culminating in an estimated deficit of over £300 
million in the fourth quarter alone. To this result a 
number of special and temporary factors contributed 
(the ending of the import surcharge, the Suez canal 
closure and a number of dock strikes — the latter parti- 
cularly affecting the last quarter). These might account 
for well over £200 million of the current deficit of about 
£500 million in 1967. The slowing down of the growth 
of world trade also contributed — but this was largely 
offset by the associated improvement in the United 
Kingdom’s terms of trade. But it became clear as the 
year went on that the prospects of equilibrium, even if 
demand continued to be restrained, were still in the too 
distant future. By the autumn, the choice for 1968 was 
between (a) an increasingly severe restraint on domestic 
demand, with accompanying heavy unemployment, in 
the hope that a general revival in world trade and an 
improvement in British competitiveness of which there 
was so far no clear evidence, would at last relieve the 
balance of payments—a dubious choice to adopt in 
view of the poor return yielded by the demand restric- 
tions of 1965 and 1966, and also a choice involving 
further mortgaging of the future by additional accumul- 
ation of debt; ог (5) devaluation. These were the cir- 
cumstances in which it was finally realized that the 
struggle to adjust domestic costs— whether by stimu- 
lating growth or by restraining it — to the exchange rate 
fixed in the very different conditions of 1949 should be 
abandoned. 

Devaluation on 18 November 1967 was followed by a 
series of policy changes designed to restrain domestic 
incomes and expenditure, and to make room in the 
economy for a new phase of export-oriented growth. 
The first policy package, at the time of devaluation, 
included an increase in bank rate from 614 to 8 per cent 
and a tightening of the conditions of consumer credit (but 
leaving credit terms still easier than those enforced in 
July 1966). Other fiscal measures were announced which 
would not come into effect before the financial year 
beginning 1 April 1968. 

After a series of difficult negotiations within the Gov- 
ernment, a second package was announced in January 
1968 affecting both public expenditure and revenue over 
the next two financial years.°° This included cuts 


50 Public Expenditure in 1968-1969 and 1969-1970 (Cmnd, 3515). 


further increase. 

The third stage of the post-devaluation measures con- 
sisted of the heavy tax increases contained in the 
Budget for 1968-1969, announced in March. The major 
purpose of the budget is to free productive resources for 
export, and for import substitution, by limiting the 
volume of private consumption — predominantly by a 
widespread increase in indirect taxes. The economic 
background was the expectation that, at the previous 
tax rates, the volume of private consumption would be 
on a rising trend during 1968 and early 1969 at the rate 
of about 1 per cent a year." Tax increases were de- 
signed to turn this 1 per cent rate of increase into a 
1 per cent rate of decline. Allowing for the increases in 
public expenditure, current and capital, for increasing 
private investment at the now forecast rate of about 
7 per cent a year, and for a reasonable amount of 
stockbuilding, total domestic expenditure would then 
rise at the rate of only about 1 per cent a year. 


Since there can be no doubt of the capacity of the 
economy to increase production much faster than this, 
the budget provides room for any imaginable increase in 
exports, or for any increase in export-supporting invest- 
ment that could be required. 


The official forecast suggests that exports of goods 
and services might rise in volume at annual rates of 
between 11 and 13 per cent, while the volume of imports 
might rise by only about 1 per cent. This would yield an 
increase in national output at an annual rate of about 
3 per cent; the current balance of payments, allowing 
for probable price developments, would move into a 
surplus in the first half of 1969, but would not, on these 
rather cautious export forecasts, reach the Government’s 
target of £500 million until later in 1969. 


The success of the budget in assisting the conversion 
of a payments deficit into a surplus depends chiefly 
upon three things: whether consumption is in fact kept 
down, whether the rise in domestic costs is sufficiently 
restrained to maintain the competitive price advantage 
afforded by devaluation, and, finally, whether the оррог- 
tunities for increasing exports, or for competing with 
imports, are taken by industry. The first two may be 
necessary conditions for success, but it is the third that 
will determine whether success is achieved. 


51 An overall forecast of the national economy and the results of 
the budgetary changes, in national accounting terms, was published 
for the first time. See Financial Statement 1968-1969, 19 March 1968. 
The forecasts relate to changes between the second half of 1967 and 


the first half of 1969. But figures are also given for 1968 and are used 
in Table 1, 


prices. Of the total tax increases, only 


otherwise have reached — is 5500 million 


falls directly on expenditure (additions to purchase tax, — 


and to taxes on motor-vehicles, tobacco, spirits, hdro-— 
carbon oils, betting); some of these tax increases will 


fall on industrial costs and may or may not be fully passed 
on. Another £150 million represents an increase in the 
Selective Employment Tax—a flat rate tax per per- 
son employed in the service trades. Most of this, but not 
all, will be passed on in prices. The remainder (over 
£300 million) represents increases in direct taxes on 
persons (mainly on those with large investment. incomes) 
or on corporate profits. Only a part of this will fall on 
consumers’ expenditure, but part may be passed on шо 
prices. 

On balance, £500 million appears a rather conserv- 
ative estimate of the direct effect on consumers’ expen- 
diture. This effect, it will be noted, takes the form 
chiefly of a rise in consumer prices of the order of 
2 per cent. The remaining effect will fall on corporate 
profits or on rich consumers’ expenditure, or on their 
savings — but each of these last three effects should be 
relatively small. The major effect is the 2 per cent price 
rise, to which must be added an expected rise in `соп- 
sumer prices of about 3 per cent resulting directly from 
devaluation.® 

Success in restraining consumption, however, depends 
at least as much on what happens to consumers’ in- 
comes — which will also have its impact on industrial 
costs and then on competitiveness. It is pointed out 
elsewhere in this ЗОКУЕУ that resort to increased indirect 
taxes as a means of restraining consumer demand has 
tended to lose much of its force, in many countries, 
because of its reaction on pay rates.-The second aim of 
the Government’s strategy is, then, its incomes policy. 


For some months, incomes policy has been in a some- 
what indeterminate state. Although the General Council 
of the Trades Union Congress has put forward construc- 
tive proposals for extending and elaborating the volun- 
tary machinery and its criteria, and for rationalizing 
wage bargaining procedures to bring plant settlements 
under stronger control, these proposals have been agreed 
by only а _ disappointingly small proportion of 
unions.°? The machinery for co-ordination of claims 
among unions should continue to operate, and may well 
become stronger in the more long-term future. But 
meanwhile the need for reinforcing the very limited 
statutory powers has been increasingly recognized by the 
Government, in the face of considerable opposition from 
the unions. In his budget speech, the Chancellor of the 
Exchequer announced that legislation would be intro- 


5? In addition, increases are promised in the prices of certain 
public services (gas, postal and telephone services) but the effect of 
these on consumer prices is only a small fraction of one per cent. 

53 For the new ТОС proposals, see Economic Review 1968 (Trades 
Union Congress, 1968). A vote among union executives on February 
1968 approved the report, but by only a thin majority. 
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duced allowing the Government to defer or suspend 
specific increases in wages, in salaries or in prices for up 
to twelve months, after reference to the National Board 
for Prices and Incomes. He announced the new criteria 


that the Government would adopt : a ceiling of 314 рег. 


cent on annual increases in “all the main forms of 


remuneration ”, applied to all pay settlements at па- 


tional, local or plant level, but excepting “increases 
directly related to the amount of work done ”.54 If effect- 
ively carried out, this should limit the rise in money 
incomes to not much over 31 per cent. Since the rise in 
output (of 3-4 per cent a year) should not involve any 
significant increase in employment, the result should be 
little increase in unit labour costs. At the same time, it 
would imply some reduction in average real incomes in 
view of the expected rise in consumer рисез.55 The 
hope is that the real cost, in terms of living standards, 
which devaluation necessarily imposes will be met so far 
as possible by a single sharp increase in prices, rather 
than by a never-ending race between incomes and prices. 
Whether such an incomes policy can be enforced is 
naturally doubted by some observers. The criteria are 
more severe than those which a majority of unions were 
prepared to try to enforce by voluntary action, but much 
less severe than those which the Government succeeded 
in enforcing, if only for a six-month period, during the 
statutory pay freeze which began in July 1966; during 
that period there was effectively no increase in average 
earnings. 


Thus by its tax increases the Government has gone 
very far to ensure that resources are freed for export. 
By its promised incomes policy legislation, the Govern- 
ment can go far to ensure that what consumers lose by 
the tax increases, they will not be able to recoup by 
increases in incomes ; and, by the same instrument, that 
the relative price advantages of devaluation are not lost. 
In these ways, the budget, and the proposals for incomes 
policy as at present formulated, cannot be criticized for 
taking excessive risks. The conditions for the required 
shift of resources into the balance of payments have 
been created. The question remains whether the oppor- 
tunities now created for applying practically the whole 
unused potential of the economy to exports (or to re- 
placement of imports) will be sufficiently used. Devalua- 
tion has, so to speak, opened up a market, and the fiscal 
measures have made available the productive resources 
to exploit it. 


On any normal calculation, the projections for ex- 
ports and imports implied by the official forecasts must 
be accepted as very cautious. 


54 There must also be a minimum interval of twelve months 
between settlements. 

55 There may be a small rise in unit labour costs between the time 
of devaluation and the entry into force of the new incomes policy; 
in the first quarter of 1968, average earnings were up about 2-3 per 
cent compared with the second half of 1967 (the starting point for 
the official economic projection); the rise in productivity was 
probably less than this. There has probably not been any fall in real 
incomes over that period, since consumer prices have also risen 
2-3 per cent. There are still pay increases and price increases in the 
pipeline. The threatened fall in real incomes will be concentrated on 
those who have had no pay rise in recent months or who have to 
wait several months for a pay increase in 1968. 


The aim is to achieve and sustain a basic balance of 
£500 million ($1,200 million),°° compared with a cur- 
rent deficit of about £500 million in 1967 (about 
$1,400 million at the average exchange rate). This is a 
swing approaching £1 billion (say $21 billion) —although 
not all in 1968. It is not to be expected that export prices, 
in foreign currencies, will be reduced by the full amount 
of devaluation (14.3 per cent). The sterling costs of the 
import content of exports, the withdrawal of the export 
rebate and other tax changes, and, probably some other 
increases in labour and other costs, would alone result in a 
progressive increase in export prices in sterling. Moreover, 
foreign exchange earnings would not always be maxi- 
mized — and that is the purpose of the operation — by 
the biggest possible reduction in foreign exchange 
prices. Most analysts suggest that on average sterling 
export prices will rise, and foreign exchange prices 
fall, by somewhere near half the extent of deval- 
uation.®? If competitors’ export prices remain about 
stable, and allowing for a price elasticity of about 2,° the 
volume of British exports, other things being equal, 
should therefore climb progressively to a level about 
15 per cent greater than in 1967, and their foreign ex- 
change value rise by about 7 per cent. To this must be 
added the normal effect of expanding world trade.®® In 
total, the foreign exchange value of merchandise ex- 
ports, at an annual rate, might therefore increase by the 
order of $114 billion (over 10 per cent). This is distinctly 
more than the official forecast for the first half of 
1969.60 Similar considerations apply on the import side : 
a rise in sterling prices (but by rather less than the full 
16.7 per cent of devaluation), a much lower price elas- 
ticity than that for exports (because of the large pro- 
portion of food, materials and fuel in imports) but 
allowance for increased imports to match the growth of 
national product. The result might be a temporary check 
to the increase in the volume of merchandise imports, 
with a small reduction in their foreign exchange 
value.®° Add to these some improvement in the balance 


56 This probably implies a rather smaller surplus on current 
account; it now appears to be assumed that long-term capital 
transactions will be roughly in balance in the immediate future, 
while the “ normal balancing item ” in the accounts can be counted 
upon to yield a net credit. 


57 The effects on export prices of the French devaluations of 1958 
were about equally divided (after a year) between a rise in franc 
prices and a fall in foreign exchange prices. 

Even if British exporters set reduced foreign exchange prices, 
these may not be reflected in the price to the final purchaser because 
of the opportunities open to distributors in the foreign market to 
raise their profit margins. 


58 The question of the appropriate price elasticity for exports is 
subject to a very wide margin of uncertainty. But an estimate of 2, 
based on the scanty relevant data available, appears near the middle 
of the range. 


59 In addition, a substantial volume of exports — estimated by the 
National Institute (ibid.) at £100 million (2 per cent of exports) — 
has probably been postponed from 1967 to 1968 as a result of the 
dock strikes. For a precise calculation, a number of other factors 
would need to be taken into account, including the effect of the 
Kennedy Round tariff reductions. 


60 The official forecast is a volume increase of 12 per cent on 1967. 
Although no explicit forecast of export prices is given, the implied 
increase in foreign exchange values appears to be only 5 or 6 per cent 
(for goods and services). 


of services and property income,** and the required 
swing of something under $2% billion is certainly within 
sight. The question is whether British industry will in 
fact make full use of these theoretically calculated op- 


portunities, shifting its market patterns in response to 
the changed price incentives.” The opportunities for 
exploiting changes in competitive conditions have been 
missed before. In the early nineteen-sixties, British unit 
labour costs were rising less than those in competing 
countries (see Chart 2 below) ; but the result was a rise 
in British relative export prices rather than in the Brit- 
ish share of world trade. Similarly, on the import side, 
the advantage of devaluation to the balance of payments 
may be partly lost by a rise in the prices of competing 
British goods. On both counts, price increases might be 
sought to maximize producers’ or distributors’ profits at 
existing rates of output, without giving full considera- 
tion to the possibilities of an expansion in volume and 
the consequent cost economies. This is one way by which 
the potential gains might be reduced. The other danger 
is that sufficient efforts may not be made to back up 
export price reductions (or improved relative prices on 
the home market) by quick additional supplies, ex- 
tended marketing and increased service networks — the 
“non-price ” factors that play a large part in competi- 
tion. 

Much therefore depends on the response of expor- 
ters — since devaluation in a sense throws the correction 
of the external imbalance directly on to “the market ”. 
So far there is no useful general evidence of the price 
responses.®* However, recent tests of business opinion 
show that many firms have by now begun to appreciate 
the new opportunities, after initial pessimism, and report 
rather optimistic expectations. 


For a few months, the current account cannot improve 
much because the rise (in £) in import prices is bound 
to be faster than that in export prices.°° The general 
view is that the full effect cannot be felt until 1969 ; the 
Government expect a continued deficit in the early part 


Е St See National Institute Economic Review, February 1968. An 
increase in net invisibles of $350 million in 1968 is forecast, and 
further gains thereafter. 


3? An increase in export volume of the order of 15 per cent 
probably implies an increase in the overall proportion of manufactur- 
Ing gross output which is exported from slightly under 30 per cent in 
1967 — a proportion which has been remarkably stable for at least 
10 years — to about 32 per cent (assuming total manufacturing 
output to rise by 5-7 per cent). 


83 The Board of Trade and the British National Export Council 
have organized a number of conferences and have issued statements 
to guide firms in their export policy, and especially to persuade 
medium-sized firms for whom export business had not previously 
seemed worthwhile that the prospects of exports have greatly im- 
proved. A specific recommendation is that exporters should more 


frequently quote their prices c.i.f, in foreign currency, Board of Trade 
Journal, 19 January 1967. 


3 Thus in the NIESR enquiry of December 1967, among 123 firms, 
engineering firms reported an expected increase of 20 per cent this 
year in export values (in sterling) or 12 per cent in volume, chemicals 
firms a rise of 13 per cent (value) and motor-vehicle firms a rise of 
35 per cent (in units, but with some fall in foreign exchange prices). 
Price policies were still uncertain and very mixed (National Institute 
Economic Review, February 1968). 


85 In January 1968, import unit values in sterling were already 


8 per cent up on October while export unit values had risen by 
3 per cent. 


of 1968, moving into a small surplus later in the year, 
and into a sane some time in 1969 close to the objec- 
tive of £500 million. Although the range of uncertainty 
about the timing of the improvement is even greater than 
that about its ultimate amount it may not be over- 
sanguine to suggest that rather more of the full expected 
improvement will come through in 1968 granted an 
improvement in world trade and full use of the right 
export strategies as regards prices and elasticity of sup- 
ply. 86 

The test of success will not of course be complete in 
1968 or 1969. The real purpose is to bring about a 
permanent shift of resources into production successfully 
competing in the international market — including the 
British home market. This will mean not only a per- 
manently bigger share of exports in total output, but 
also expanding and improving, by investment, the right 
kinds of productive capacity. 


The smaller economies 


In only three of the smaller economies was the expan- 
sion of economic activity in 1967 near its “ normal ” 
rate whether the criterion of “normality” is the 
growth rate in the early nineteen-sixties or that pro- 
jected in economic plans for the later nineteen-sixties. 
These three are Ireland, the Netherlands, and Norway. 


The recovery in Jreland, where national product rose 
by about 4 per cent in 1967 after two years growth at 
only 2 per cent, was due chiefly to exports, and was 
encouraged by a reversal, since late 1966, of the de- 
mand-restraining budgetary and monetary policies. 
Larger sales to the United Kingdom were the main 
factor in export expansion (the result both of the aboli- 
tion of the British import surcharge and of the new 
opportunities opened by the Anglo-Irish Free Trade 
Agreement of 1965). A marked increase in manufac- 
tured exports, as well as in meat, contributed to the 
improvement. The current account moved consequently 
from deficit into approximate balance. At the same 
time, the fall in fixed investment was reversed. Indus- 
trial output increased by at least 8 per cent, but with 
very little rise in employment. 


Devaluation of the Irish pound, simultaneously with 
sterling, should not seriously disturb the improved eco- 
nomic situation. Three-quarters of Irish current receipts 
derive from the United Kingdom and two-thirds of its 
current debits. There should be appreciable further ex- 
port gains ; but import costs and retail prices will also 
rise. The very small increase last year in industrial unit 
labour costs may not be repeated if the next of the two- 
year “ wage rounds ”, due very shortly, results in big 
wage increases. It seems probable, however, that al- 
though policy will be cautious the growth rate in 1968 
bese be somewhat faster, and continue to be export 
ed. 


** It may be noted that in 1959, after the devaluation of 1958 
French exports increased in volume by 20 per cent (and by another 
16 per cent in 1960) while export unit values, in francs, rose 9 per cent 
and in foreign exchange fell 8 per cent. The import volume fell 
2 per cent. However, in 1959 world trade in manufactures increased 
by about 10 per cent, which is perhaps more than can be expected 


in 1968; and deflationary policies were executed which k : 
in real GNP down to 1 per cent. ept the rise 


_Five per cent growth of output in the Netherlands in 
1967 (against an estimated 21% per cent in 1966) was 
contrary to earlier expectations ; it appears to have been 
due in part to improved agricultural output. Industrial 


output increased rather less than in 1966, but speeded пр. 


considerably in the second half of the year. There was 
‘not much acceleration in export growth in 1967, but the 
rise of imports slowed down; the current account was 
improved although not nearly as much as had been 
hoped.®’ The chief impetus to faster growth came from 
the faster rise in real private consumption ; consumer 
prices rose relatively little. The rise in employment in- 
comes slowed down somewhat, accompanying a раг@- 
cularly fast increase in productivity .®8 


For 1968, the Central Planning Bureau forecast an 
increase in national product of 3% per cent and a further 
improvement in the current balance of payments. Invest- 
ment is expected not to rise this year, and the rise in 
consumption to slow down ; average wages and salaries 
are expected to increase by only 5 per cent ® (8 per 
cent in 1967), in a still weak labour market. The export 
forecast, which allows some weight to the effects of the 
devaluations, envisages only a very small acceleration in 
the growth of world trade and of Dutch exports.”° In 
general, the forecasts for 1968 may underestimate (as did 
those for 1967) the possibilities for maintaining a “ nor- 
mal” growth rate if international trading conditions 
should improve rather faster. 


Norway’s growth rate also increased in 1967, from 
4 per cent to just over 5 per cent; exports and gross 
fixed investment accounted, respectively, for 45 and 
30 per cent of the increase in total demand. But indus- 
trial investment demand declined in the course of 1967 
while commodity exports weakened in the middle of the 
year. As in the Netherlands, the acceleration was outside 
the industrial sector, for industrial production rose 
rather less than the year before. It declined in the second 
and third quarters but speeded up towards the end of the 
year. On the other hand, shipping and construction 
advanced significantly faster than GNP. 


The deficit on current account, which had risen 
sharply in late 1966, increased further in the first half of 
1967 as a result of bigger imports of ships and the 
maintenance of a high level of domestic demand. How- 


8? Because of a big increase in imports at the end of the year, to 
anticipate tax changes, it appears that the current deficit in 1967 is 
likely to be about 350 million florins, instead of the 200 million 
envisaged earlier in 1968 (the deficit in 1966 was 500 million). 


88 The increase in productivity in all enterprises was as much as 
6 per cent; a significant excess over the forecast made a year before is 
attributed to insufficient account being taken in the present econo- 
metric model both of conjunctural influences on productivity and to 
the effect upon it of structural changes, such as “ deeper ” invest- 
ment. (Central Plan Bureau “ Centraal Economisch Plan 1968 ”, 
p. 115.) 

69 About a quarter of the workers are subject to long-term agree- 
ments continuing through 1968. The forecast depends upon new 
collective agreements for the rest not exceeding 3 per cent, and on 
“ drift ” being negative. The Government has announced that it will 
not attempt to set a “ norm ” this year but retains power to invalidate 
agreements of which it disapproves. In fact, new wage contracts so 
far are reported to provide for increases of 5-6 per cent. 


70 The rise in the volume of merchandise exports in 1968 is put at 
8 per cent (against 614 per cent in 1967). 


ever, net shipping earnings, which had previously tended 
to decline, rose by almost ‘50 per cent in the second half 
of the year as a result of the Middle East War. !Thus — 
although the current account deficit was bigger in 1967, 
as a whole, than the year before, the prospects became 
much less alarming (which may have been an important 
factor in determining the Norwegian decision not to 
devalue with Britain, Denmark and Finland). The 
official forecasts for 1968, made before the devaluations, 
envisaged a certain slow-down in the rate of growth (to 4 
ог 4% per cent), but leaving it still in the narrow range 
within which Norwegian growth rates have varied. Ex- 
ports were expected to increase somewhat less than in 
1967, and imports very much less, accompanying a fall 
in ship purchases and a decline in industrial investment 
and in stocks of imported goods. The immediate effects 
of the devaluations must, however, be unfavourable. In 
particular, a considerable loss in income from shipping 
(in kroner) must be expected, at least temporarily, on 
contracts expressed in sterling.” 


Government policy has been consistently “ expansion- 
minded ” and is not likely to change at all radically. The 
effects of budgetary policy have been on the whole 
expansionary in 1967, although some credit restrictions 
have been introduced. There has been a certain effort to 
keep wage increases under control, with the assistance of 
the trade union leadership ; but the increases in wage- 
earnings, at around 7-9 per cent a year, have been 
rather consistent for several years and will be difficult to 
reduce. Last year, manufacturing unit labour costs rose 
more than anywhere else in western Europe (see Chart 2 
below), resulting in a decline in non-wage incomes (net 
of depreciation) in exposed sectors and a weakening in 
Norway’s competitive position. 


Austria and Belgium are likely to be especially 
affected by developments in western Germany,” and in 
both countries the growth rate in 1967 was only about 
2 per cent. In Austria, industrial production did not 
increase in 1967 as a whole, but GNP rose by 214 per 
cent. Inland demand, although assisted by an increasing 
budget deficit, rose only modestly. Exports, especially in 
the second half of the year, were increasing but invest- 
ment remained flat. 


At the end of the year, a rather stronger, but still very 
cautious, effort was made to stimulate re-expansion. A 
small net tax reduction took effect. More important, the 
budget for 1968 provides for important increases in 
expenditure: the ordinary budget envisages an in- 
creased deficit and provision is made to execute a con- 
tingency programme of extra expenditure. If executed 
in full, the contingency budget (of 2.4 billion schillings) 
plus the ordinary budget deficit would amount to 9 mil- 
lion schillings, against a deficit of 314 billion schillings in 
1967 —a difference equivalent to 2 per cent of GNP. 


71 The share of sterling in total freight income in foreign currencies 
has been much reduced in recent years but it is still about 35 per cent. 
However, part of the loss has been offset by forward transactions. 
(See Erik Brofoss, Den akonomiske situasjon, Oslo 1968.) 


72 Austria rather less so, since although western Germany takes 
20-25 per cent of the exports of both countries, the share of foreign 
trade in national product is considerably less in Austria. 
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Sources: Output data from OECD, Мат Economic Indicators Supplement—Industrial production; and UN, National Accounts Questionnaires. Wage and salary bill from 
national sources. 


Nore. — Figures for the wage (and salary) bill have been taken directly from national publications (except for Switzerland), 
been derived. Where estimates for 1967 (or 1966) are not available (and also for Switzerland), the change in the wage (and salary) bi 
the change in man-hours worked and the change in hourly earnings — except for the United Kingdom’s series relating to wage-and- 
of multiplying the change in employment by the change in weekly earnings. 

Data include employers’ social security contributions (contributions to social insurances 
Kingdom, @ January-October. > January-June. с Including mining. 


while those for unit labour costs have 
П has been obtained as the product of 
salary earners for which it is the result 


‚› pension schemes) for Finland, Western Germany, Italy, Sweden and United 


However, for the time being it has been decided to 
Telease only half the funds in the contingency budget. 


Official forecasts made in late 1967 put the growth of 


_ national product in 1968 at only 2-3 per cent, as in 1967. 

_ More recent developments suggest that the recovery has 

_ begun somewhat sooner than expected and that these 

_ forecasts for 1968 may be exceeded, perhaps by one 
per cent. 


The situation in Belgium was not dissimilar in 1967: 
the level of investment declined, and the increase in 
exports was negligible until the end of the summer ; in 
the fourth quarter, however, exports increased sharply 
(to 10-15 per cent above the level sustained for over a 
year) and there are rather uncertain signs of a more 
marked expansion of output. Economic policy has been 
directed towards encouraging expansion, but the meas- 
ures taken in 1967 (under special temporary powers for 
reviving the economy and improving the economic struc- 
ture) were very cautious, since budgetary stability is 
aimed at, and consisted mainly of the easing of credit. 
Internal pressures were not marked : the stagnation of 
industrial output was accompanied by falling employ- 
ment so that although average earnings rose 7 per cent 
(somewhat less than in previous years) the increase in 
industrial unit labour costs was among the smallest in 
the industrial countries. But as producers’ prices fell, 
profits were also reduced. Because of the negligible rise 
in imports, the current balance of payments moved into 
a sizeable surplus in 1967. In January 1968 a somewhat 
bolder policy of re-expansion was adopted including the 
acceleration of public works programmes, fiscal incen- 
tives for housebuilding, extra funds for loans to industry 
and provision for offsetting indirect taxes on exports. 
These measures were largely prompted by the devalua- 
tions, by the threat of a reduction in the inflow of 
American capital (which has played a large part in 
recent development of Belgian industry) and by the 
extra benefits expected to accrue to French and west 
German exporters under the value added tax.” 
Although the ordinary budget will be in balance,” 
expenditure under the extraordinary budget to be 
covered by loans is planned to rise in 1968 by about 
10 billion francs (1 per cent of GNP). In these circum- 
stances, some acceleration of economic growth seems 
likely in 1968 ; again, the forecast of 3 per cent for the 
year might be exceeded if economic revival elsewhere, 
and especially in western Germany, is at all rapid. 

Denmark and Finland have both suffered from a long 
run of current deficits on the balance of payments and 
also from internal cost pressures which deflationary 
policies have not much relieved. In both countries, as in 
the United Kingdom and Ireland, these devaluations 
offer an opportunity for a period of export-led growth if 
the internal pressures can be contained. In Denmark, 
economic activity and exports flattened out during 1967; 
national product grew by about 3 per cent. Restrictive 
policies checked expansion in mid-year ; the adoption in 
the summer of a 10 per cent added value tax by itself 


78 It is not expected to introduce a value added tax in Belgium 
before 1970. 

74 On the assumption of a rise of 6 per cent in nominal national 
product (3 per cent rise in volume). 


added 5 per cent to consumer prices, which (in total) rose 


during the year by 10 per cent — the largest increase in 
western Europe. The 10 per cent rise in wage-earnings in 
the first half of 1967 was also among the largest. Correc- 
tion of the rather long-standing pressures on internal and 
external balance by deflation might ultimately have 
succeeded, but the devaluation of sterling settled the issue 
for the Danish Government. The situation, however, 
remains precarious. Export prices for agricultural pro- 

ducts will probably not increase, since possible gains on 
sales to non-devaluing countries will be offset by losses in 
the British market.”* The prospects for industrial exports 
are much brighter ; significant gains in volume as well 

as in prices (up to 6 per cent in kroner) may be 

realized on exports to non-devaluing countries (which 

take over 80 per cent of industrial exports). On the 

other hand, the unit value of imports will increase al- 

most in line with the rate of devaluation. Cost pressures 

will also be accentuated on account of the major wage 

agreements coming up for renewal in March ; wages will 

in any case be subject to cost-of-living escalation. Direct 

controls may check the price rise at the expense of profit 

margins. Devaluation has been followed by an austerity 

programme, which comprises considerable cuts in gov- 

ernment expenditure programmes ; the increase in pub- 

lic current consumption and public investment in real 

terms may be limited to about 5 per cent, and increased 

taxes (equal to nearly 1 per cent of GNP) are proposed. 

Total domestic demand (at constant prices) may be 

expected to increase significantly less than in 1966. 

Nevertheless, the current account deficit may not be 

substantially reduced and prospects are poor for growth 

at more than 3 per cent in the near future. 

In Finland, also, the growth of economic activity 
remained very slow throughout 1967 ; investment hardly 
increased, which helped to contain imports, and exports 
rose very little ; there was thus, probably, a small reduc- 
tion in the deficit for the year. Consumer prices increased 
rather heavily (although there was a price freeze at the 
beginning of the year). Wages rose about 8 per cent, as 
for several years ; as productivity has increased slowly, 
unit wage costs have been rising rather consistently fast. 
The devaluation 76 was accompanied by tax increases, 
including an export levy of 14 per cent (subsequently 
reduced for certain products) designed to skim off part 
of the resulting export profits.” As in Denmark, the 
devaluation is bound to accentuate the internal pres- 
sures, particularly for wage increases. Wholesale prices 
are expected to rise about 6 per cent as a result of 
increased import prices, and the consequential rise of 
consumer prices will, under present arrangements, ulti- 
mately be added to wages. Under the existing long 
period agreements, wages will in any case rise by more 
than 6 per cent, in two stages, during 1968. There is 


75 Under existing arrangements, the pre-devaluation sterling prices 
of agricultural exports will probably change little in 1968. The 
devaluation of the krone was by 7.9 per cent, as against 14.3 per cent 
in the United Kingdom. 

76 The markka was devalued by 23.8 per cent. It does not appear 
that this heavy devaluation was intended to anticipate others. 

77 It was intended to use the proceeds of the tax for various invest- 
ment projects. But it has been decided to use only one-third and to 
freeze the remaining proceeds for the time being. 


+ little prospect of an increase in output large enough to 
absorb much of the extra costs, Nevertheless, even if (as 
may occur in the United Kingdom) half the relative 
export price gain from devaluation 15 taken in increased 
prices, there is a good prospect of a substantial improve- 
ment in the balance of payments — perhaps into a small 
current surplus in 1968.8 The rise in export volume 
(which is estimated at 6-7 per cent)” together with a 
reduction in imports should alone be sufficient to main- 
tain a moderate growth rate in output (say 3-4 per cent) 
despite restraint of domestic demand. 

In Sweden, the growth rate of national product in 
1967, as in 1966, was little over 3 per cent (1 per cent 
less than that in the medium-term projections and well 
below capacity).®° Industrial production slowed down 
during the middle of the year, but resumed its growth at 
the end — the most conspicuous recovery being in iron 
ore production and exports. Economic policy shifted 
during the year towards encouraging expansion, 
through accelerated public consumption, increased aid 
to housebuilding and increases in local authorities’ in- 
vestment. But private investment remained very 
slack —in spite of blocked investment funds *! being 
made available. The current deficit on the balance of 
payments was considerably reduced. Towards the end of 
the year, some increase in consumption and total invest- 
ment probably occurred (see Table 3). 


The prospect for 1968, as envisaged by the Govern- 
ment in December 1967,3? is reflected in the anxiety of 
the authorities not to accelerate expansion before more 
is known of the effects of devaluation and the progress 
of recovery elsewhere. Thus the growth of national pro- 
duct is again put at 3.3 per cent, with only a 214 per cent 
rise in private consumption and a slight decline in pri- 
vate fixed investment (excluding housing) though offset 
by some increase in stockbuilding. Government current 
and capital expenditure are expected to rise by over 
5 per cent. Exports and imports are projected to in- 
crease about in parallel (6-614 per cent). Some apprehen- 
sion is expressed about the development of wage costs. 


Output growth in Switzerland in 1967, at less than 
2 per cent, was less than in any of the western European 
countries except western Germany and the United King- 
dom. But in the last quarter there was an acceleration in 
exports and also, but less striking, in industrial produc- 
tion. There was almost no increase in fixed investment 
in 1967, and the modest expansion was derived from a 
small increase in consumption and a certain rise in net 
exports ; the current surplus on the balance of payments 
increased somewhat. Fears of cost inflation (partly 
arising from the restrictions on entry of foreigners), and 
for the balance of payments, have led to a very cautious 
reversal of policy towards expansion : credit restrictions 
have been relaxed. On present policies, a faster rate of 


в М. Meinander in “ Unitas ” Economic Review, No. 4, 1967. 
% Article on “ The Economic Situation ”, ibid. 


80 At the end of 1966, a significantly larger expansion had been 
expected. 

81 Companies receive tax incentives оп profits placed in a special 
account for use only at times determined by the Government. 

82 Ministry of Finance and National Institute for Economic 
Research: Preliminary National Budget, 1968, January 1968. 


expansion in 1968 could arise only through a more 
substantial rise in exports. A more expansionary bud- 
getary policy and the easing of employment ceilings have 
been suggested by the OECD.** The Federal Council is 
understood to have taken the view ** that free capacity 
at present exists, but not manpower reserves, and that 
too large an easing would induce a new spiral of wages 
and prices. The export expansion now expected, to- 
gether with the measures taken to ease the restrictions 
on foreign workers,®° will allow, in the Council’s opi- 
nion, a better use of existing resources; larger deficit 
spending (about one billion francs is allocated for spend- 
ing on public works) should be envisaged only if a 
definite crisis or recession, accompanied by severe unem- 
ployment, should develop. 


Western Europe’s trade and payments in 1967 and pros- 
pects for 1968 


(a) Trade developments 


In 1967 the value of western Europe’s imports was 
only 3 per cent higher than in 1966; both in 1965 and 
1966 the import growth had been somewhat over 8 per 
cent. The value of western Europe’s exports increased 
by 5 per cent in 1967, in comparison with 11 per cent in 
1965 and 9 per cent in 1966. (See Table 6.) The deceler- 
ation of western Europe’s import growth related both to 
intra-western European trade (which increased by less 
than 5 per cent in 1967 compared with 10 per cent in 
both 1965 and 1966) and to imports from the rest of the 
world, which almost stagnated. However, as the table 
shows, there was some acceleration in imports from the 
rest of the world in the fourth quarter. On the other 
hand, western Europe’s exports to the rest of the world 
continued to grow fast in the first half of 1967, but there 
was no increase in such exports in the second half of the 
year (compared with the second half of 1966). For the 
year as a whole, the growth of western European ex- 
ports to the rest of the world remained higher than the 
growth of intra-trade. Thus for the third year in succes- 
sion overseas demand played a more dynamic role for 
the western European economy than western European 
demand played for the rest of the world. 


The development of western Europe’s trade in 1967 
was different from what was expected in the beginning 
of the year. Then it was believed that, in value terms, 
intra-western European trade would increase by 8 per 
cent and both imports from and exports to the rest of 
the world by 7 per cent.%¢ 


83 OECD, Economic Surveys, Switzerland, January 1968. 
** Neue Ziircher Zeitung, 22 February 1968. 


*° The number of foreign workers under control is to be reduced by 
another 3 per cent by November 1968. On the other hand, foreign 
workers are now to be released from control after seven years 
employment; this relaxation, together with the abolition of the 
previous ceiling on the number of foreign workers that could be 
employed by each enterprise, should increase their mobility. It may 
be noted that in spite of successive restrictions on the employment of 

controlled ” foreign workers, the total number of foreigners has 


tended to rise because of increasing numbers who i 
are able to qualif 
for establishment free of control. к 2 


86 $ тт ; 
зе ро Economic Survey of Europe т 1966, Chapter III, pages 26 


TABLE 6 


Western Europe’s trade by areas of origin and destination, 1964 to 1967 


Millions of current dollars and percentage change over corresponding period of previous year 


Imports c.i.f. 


Percentage change 


1967 


Area of origin for imports 
and of destination for exports Value 


in 1966 


1965 1966 


First 


Western Europe® .... 
of which : 
IG? ae ys Tete Sh ie 
EFTA and Finland 
Rest of western Europe. . 


Rest of the world 
of which : 
United States and Canada . 
Eastern Europe? and Soviet 
RAMON Bi жиз 


Developing countries . . . 
of which : 


Total World 
(including unspecified) 


Sources : OECD, Statistics of Foreign Trade, Series A, Overall trade by coun- 
tries; IMF, Direction of trade; and national trade statistics. 


а For the United Kingdom and Ireland, general exports, including re-exports. 


The slower than expected growth of western Europe’s 
imports in 1967 followed directly from the fact that GNP 
growth in the region (based on data for 12 countries) 
reached only 2 per cent instead of a forecast of over 
3 per cent. Western Germany was mainly responsible 
for the shortfall. Also Austria, Denmark, Finland, 
France and Sweden experienced a smaller GNP growth 
in 1967 than forecast, whereas only Ireland and the 
Netherlands achieved a significantly higher GNP growth 
than expected. 


On the other hand, the tendency for the western 
European import propensity to grow continued in 1967. 
For the eight countries for which appropriate data are 
available and which include all the major industrial 
countries of the region, the ratio between import growth 
(goods and services in volume terms) and GNP growth 
works out at 1.95 in 1967 (the forecast for 1967 implied 
1.8) in comparison with 1.9 in 1966 and 1.75 in 1965 
(based on twelve countries). 

In past years the greater part of the increase in the 
import propensity referred to western European intra- 
trade, but in 1967 exclusively, as there was a very small 
increase in western Europe’s imports from the rest of the 
world either in value or in volume terms. Imports from 
Australia, New Zealand, and developing countries in 
Africa even’ fell in value terms. This reflected lower 


Second Third Fourth? 
quarter quarter quarter quarter 


Exports @ f.0.b. 


Percentage change 


Value 
in 1966 


1967 


1965 1966 ; 
First Second Third Fourth? 


quarter quarter quarter quarter 


55 787 5 6 3 5 
32 153 4 4 1 6 
19 O15 7 9 4 5 
4619 9 8 5 2 
31 058 12 12 Ze a= 
8 926 9 Е 5 
3745 23 24 16 9 
769 41 6 41 22 
3019 15 at 5-21 
482 34 75 42 —19 

13 746 9 б-=г—3 16 

15 5 = #4 
4 Вы = 
10 10-5 =11 
8 8 2 3 


6 Provisional, based on the average of months available. 
с Including Gibraltar and Malta. 
@ Excluding the trade between eastern and western Germany. 


import requirements. of foodstuffs and various raw mate- 
rials, and in addition lower prices of grain, coifee, hides, 
natural rubber, raw wool, lead and copper. Imports of 
machinery from North America increased fast, however, 
as did such imports from Japan. Imports from eastern 
Europe of foodstuffs, fuels and basic chemicals con- 
tinued to grow at a high rate. The more favourable 
development of western Europe’s imports from Latin 
America than from other developing regions reflected 
the sharp increase in imports of petroleum in the third 
and fourth quarters and also a shift in copper imports 
from Africa to Latin America. (See Table 7 for the 
commodity composition of industrial western Europe’s 
trade by major areas in the first three quarters of 
1967.) 


As was mentioned above, the growth of western Euro- 
pean exports to the rest of the world almost conformed 
to expectations. Thus the anticipated recovery in ex- 
ports to the Soviet Union materialized, with a sharp 
increase in deliveries of machinery and equipment 
and — ш relative terms—an even faster increase in 
exports of manufactured consumers’ goods (textiles 
and clothing, footwear, etc.), whereas the exceptional 
deliveries of wheat in 1965 and 1966 fell away. Exports 
to the other eastern European countries grew at a more 
moderate pace. 


и Beverages and tobacco — Rey oie ar 1 eee 
4 | Animal and vegetable oils andfats’ | = 
_2 | Crude materials, inedible except fuels ........ 8904 93 1609 94 
3 | Mineral fuels, lubricants and related materials .... 7283 107 _ 292 102 
НН ео с 4108 ТИ pe OTA Tee 
6 | Manufactured goodse ....... Pe idea, ste 14212 100 3 279 _ 103 
-= of which: 5 : ral et | : 
65 Ла а Stites 2750 96 _ 592 108 
oT Iron and steel Sees ee Е ce} ei ое ar : 2929 105 548 104 
68 Won-ferrous metals}... ок $2 3 229 92 521 98 
9: Machinery and transport equipment ......... 13 891 109 3179 168 
? of which: =e ee 
732 Road MHOLOF=VEHICIES = Vel.) Sate el eee eee ee eB 2728 101 522 104 
735 Ships апо Боде 6 Е а ля а 699 152 307 170 
8 Miscellaneous manufactured articles ......... 5035 109 1053 113 
0-9 NOTACincluding unspecified): ее а. clad 67 943 103 11893 104 
> EXP 
0 Food and live animals 
1 Beverdees*andstobacco.- = ser f5,- se ee 
4 Animal and vegetable oils and fats 
2 Crude materials, inedible except fuels ........ 
3 Mineral fuels, lubricants and related materials A 
5 @hemicals-= seae а oe ee 
6 Manulactired. 2000S e-<. 3. «wins ase oes en ee een 
of which: 
65 Lextiles ane re ESE ov nk ae ier 
67 ПОЯС eae 
68 INON-ferrOUS: MEtQIS ем о 
7 Machinery and transport equipment ......... 
of which: 
732 Roadumotor-vehiclég = -u.4) аа о ee, (ee 
735 Shipsiatid DOS. so pat ee oe ee ee 
8 Miscellaneous manufactured articles ......... 


TOTAL (including unspecified) . .`......... 


Source : OECD, Foreign Trade, Series B, Commodity Trade. @ Including Gibraltar and Malta. > Excluding Gibraltar and Malta. с Classified chiefly 


The growth of western Europe’s exports to Japan, аз in the previous year, but during the second half of 
Australia, South Africa and mainland China accelerated 1967 such exports declined (see Table 6). 
in 1967, the expansion being shared by most commodity The expansion in western Europe’s exports to the 
groups. On the other hand, western Europe’s exports to developing countries and to eastern Europe was to a 
North America grew less fast in 1967 than in 1966, the _ significant extent financed by new commercial credits, in 
deceleration affecting largely crude materials, chemicals, the major exporting countries backed by government 
textiles, non-ferrous metals, road motor-vehicles and credit guarantee schemes. As will be shown below, this is 
ships. Exports to the developing countries continued to one reason why the improvement in western Europe’s 
grow in the first half of the year at about the same rate commodity trade balance with the rest of the world by 
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some $1.5 billion was not accompanied, by a concomitant 
increase in the area’s accumulation of reserves. 
Intra-western European trade increased in 1967 by 
merely $2.7 billion (at f.o.b. valuation) which is the 
lowest growth recorded during the nineteen-sixties. In 
the 1966 Survey, that growth had been projected at 
$4.4 billion, on the expectation that western Germany 
would exert a more dynamic influence than it did in 
1966. The outcome was just the reverse; instead of 
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increasing its imports from other western European 
countries more in 1967 than in 1966, west German 
imports from western Europe in fact fell as the text- 
table below shows. The west German recession spilled 
over to other countries, affecting their rate of economic 
growth, and imports into the rest of EEC as well as into 
some other countries which are highly dependent on the 
west German economy (notably Austria) also increased 
less than foreseen. 


‘estern Europe’s intra-trade by selected countries—and groups of 
x countries—absolute changes 1962 to 1967 


Millions of current dollars 


Imports f.0.b. 

Country and area 1963 1964 1965 1966 1967 
Western Germany .. 451 1280 1620 250. — 45350 
Rest of EEC 2604 1724 1188 2544 1690 
United Kingdom 393 702 111 353 631 
ВовойЕЕТА со 572. - [345-1258 727 576 
Эра мае 6 cs 181 194 399 241 —98 
Rest of western Europe 213 205 187 278 326 
Total western Europe. 4424 5450 4740 4394 2672 

Exports f.0.b. 

1963 1964 1965 1966 1967 
Western Germany . . 1231 1030 1004 1432 869 
Rest of EEC 12757 292.692 52.643 1592 1066 
United Kingdom 490 280 225 454 i! 
Rest of EFTA.... 797 1168 858 652 549 
Spain: Sens. ore ec ры 151 = 42 104 50 
Rest of western Europe 147 129 5 180 162 
Total western Europe. 4424 5450 4740 4394 2672 


Source: OECD, Statistics of Foreign Trade, Series A, Overall trade by countries. 


Nore. — In 1960 the increase had been $4.9 billion, in 1961 $3.7 billion and in 
1962 $3.2 billion. See Economic Survey of Europe in 1966, Chapter III, page 17, for 
such data for each western European country. 


On the other hand, the increase in British imports 
from western Europe increased more than expected, 
partly because GNP growth was faster than the very 
conservative estimate adopted in the 1966 SuRvEY, and 
partly as an effect of abolishing the import surcharge 
and the final intra-EFTA tariffs on industrial goods. 
Imports into the rest of EFTA increased more or less in 
line with expectations, less into Austria and Sweden, 
more into Denmark and Norway (and in the latter 
country not only because of the very strong upsurge in 
ship imports). In the rest of western Europe the main 
change related to some reduction in Spanish imports 
after six years of vigorous import expansion. 


Table 8 gives quarterly changes in intra-western 
European trade by main countries or groups of coun- 
tries. Judged from these data, which give changes over 
the corresponding quarter in the previous year, there was 
a small revival in intra-western European trade growth 
in the fourth quarter after the low point reached in the 
third quarter. This revival was largely concentrated on 
imports into western Germany and the United Kingdom, 
in the latter case influenced by the fact that in the 
fourth quarter 1966 imports had been held back in 
anticipation of the removal of the import surcharge. 
Seen from the exporter’s side, the revival largely bene- 
fited EEC countries other than western Germany, and 
EFTA countries other than the United Kingdom. The 
sharp decline in the United Kingdom’s exports in the 
fourth quarter was influenced partly by dock-strikes 
and partly by the effect of devaluation on the dollar 
value of exports. 


All western European countries, apart from Norway, 
the United Kingdom and Ireland, increased imports less 
in 1967 than in 1966. (See Table 9.) The deceleration of 
import growth was, however, more moderate in Italy, 


the ве инь Denmark, Sweden and Switzerland 


than in the others. Norway (including ships ; excluding = 
ships the increase was 7.7 per cent), Italy, Yugoslavia = 
and the United Kingdom recorded the highest import = 
growth rates in 1967; import growth into Yugoslavia 
and Italy had been very substantial in the year before. 

Leaders in export growth were in 1967: Norway, 
western Germany, Italy, the Netherlands, Austria and 
Switzerland, and among the less industrialized countries, 
Greece, Ireland, Portugal and Spain. Because of these 
disparate movements of import and export growth (only 
Norway and Italy recorded fast growth in both imports. 
and exports) important changes in trade balances oc- 
curred. 


(b) Balance-of-payments developments in western 
Europe and international liquidity in 1967 


In 1967, western Europe’s import surplus (оп а }{.0.Б.- 
cif. basis) was reduced by $1.5 billion: from 
$10.8 billion in 1966 to $9.3 billion in 1967. This 
development was mainly attributable to the substantial 
improvement in the EEC’s trade balance, which more 
than offset the deterioration in EFTA’s trade account. 
The improvement in the EEC’s trade balance was more 
than accounted for by western Germany, the trade 
surplus of which grew by $2.3 billion to reach 
$4.4 billion (the highest on record); relatively small 
decreases occurred in the trade deficits of Belgium- 
Luxembourg and the Netherlands while the Italian and, 
to a lesser extent, French deficits increased. 


The deterioration of EFTA’s trade balance reflected 
the substantial increase in the United Kingdom’s trade 
deficit ; but the trade deficits of Norway and Denmark 
also grew, whereas the trade balances of all other EFTA 
countries improved. 

The trade deficits of the remaining countries of west- 
ern Europe were reduced in 1967, following the decelera- 
tion in their rate of growth in 1967. In Iceland, however, 
the poor fish-catch both pushed up the trade deficit and 
reduced GNP growth. 


The evolution of the trade balance was mainly res- 
ponsible for the improvement in the region’s current 
account.*’ Thus, the western European export surplus 
of goods and services plus transfers with the rest of the 
world recorded in 1967 a further increase. This increase 
appears to have been somewhat smaller than the im- 
provement on the region’s trade balance as western 
Europe’s net earnings on invisibles declined slightly. 
This resulted from two divergent movements: the re- 
gion’s net earnings from shipping increased, partly as a 
result of the Suez Canal closure; this benefited mainly 
Greece and Norway and to a lesser extent the Nether- 
lands, Sweden and the United Kingdom. Secondly, .other 
net invisible earnings recorded a decline which more 
than offset the gains from shipping; the decline may 
have been partly accounted for by increased travel ex- 
penditure by western Europeans outside the region 
(mainly the Montreal Exhibition), and in some coun- 
tries the loss of earnings on oil was important. 


87 Goods and services plus private and public transfers. 
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Note. — Small discrepancies are due to rounding. 


In each individual country, changes in the current 
account were mainly determined by the evolution of 
their respective trade balances. In France, Italy, Den- 
mark, Norway, the United Kingdom, Iceland and Yugo- 
slavia, the current account worsened ; in all other coun- 
tries it improved. By far the most important changes 
were the drastic improvement in the west German cur- 
rent surplus and the deterioration in the United King- 
dom current deficit. (Table 10.) 

The increase in western Germany’s current surplus 
was mainly the result of an increased trade surplus, and, 
to a lesser extent, of a small reduction in the country’s 
deficit on invisibles ; the latter change reflected mainly 
a decline of net travel expenditure and emigrants’ remit- 
tances. The substantial increase in the United Kingdom’s 
current deficit (a sharp rise in the trade deficit and a 
small increase in the surplus on invisiblés) was only in 
part due to a number of temporary adverse factors.88 


88 See Bank of England, Quarterly Bulletin, Vol. 7, No. 4, Decem- 
ber 1967, p. 337. See page 23. 
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Capital movements had in 1967 on the whole an 
equilibrating effect, tending to offset the changes on 
current account. The most striking change in the pattern 
of capital movements in western Europe, in 1967, was 
the emergence of western Germany as a major net cap- 
ital exporter. This was mainly accounted for by a net 
outflow of short-term capital (mainly export credit) by 
credit institutions and enterprises, and partly also by a 
net outflow of private long-term capital (mainly port- 
folio and credit transactions). It reflected two major 
factors : the change in interest rate differentials in fav- 
our of other countries and the reversal of speculative 
movements of short-term funds following the devalua- 
tion of sterling on 18 November 1967. Thus net capital 
exports almost offset the huge surplus on current ac- 
count and the increase in official reserves was con- 
siderably less than in 1966. 


Italy’s net export of capital— mainly private — was 
somewhat higher in 1967 than in the previous year and 
partly offset the surplus on the country’s current ac- 
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count, which was slightly reduced ; there was however а 
‘net improvement in the foreign exchange position of 
commercial banks, and official monetary reserves re- 
corded a higher increase than in the previous year. 


All other countries of continental western Europe sup- 
plemented their current surpluses or offset — wholly or 
partly — their current deficits by a net inflow of capital. 
In Austria, the inflow of long-term capital was consid- 
erably higher than in 1966 and more than offset the 
current account deficit. In Norway, the net inflow of 
long-term capital exceeded the increased deficit on cur- 
rent account and the net outflow of short-term capital. 
In France, for which no official estimates are yet avail- 
able, it would appear that a net inflow of capital 
(presumably mainly short-term) more than offset the 
deficit on current account : the accumulation of reserves 
continued although at reduced rate. In Sweden, on the 
other hand, capital movements appear to have been in 
balance and the change of reserves was determined by 
the current account. The same applies to Belgiura where 
an increase in the net inflow of private capital approxi- 
mately offset the relatively high outflow of public cap- 
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а Excluding transactions between Metropolitan France and overseas Franc Area 
countries. 


b End of November or January-November. 


ital. These divergent movements were to some extent 
the counterpart of the continued external deficits of the 
two reserve currency countries. 


The considerable deterioration in the United King- 
dom’s current account in 1967, despite the continued 
slow growth of domestic demand, was offset only to a 
very limited extent by an improvement of the long-term 
capital account. Despite the repeated recourse to the 
short-term facilities made available to the Bank of Eng- 
land by foreign central monetary institutions in the 
course of the year, confidence in sterling was not re- 
established and speculative pressure continued. The Gov- 
ernment decided to devalue the pound by 14.3 per cent 
on 18 November 1967.89 


In the fourth quarter, the proceeds of a $104 million 
one-year loan made by a consortium of Swiss Banks and 
those resulting from a further liquidation of the dollar 
portfolio were added to United Kingdom reserves; a 


89 This was immediately followed by Spain (14.3 per cent), 
Denmark (7.9 per cent), Ireland, Cyprus, Malta (14.3 per cent) and 
Iceland (24.6 per cent). Finland had devalued by 23.8 per cent on 
12 October 1967. 


TABLE 11 


Change in official monetary reserves by main regions, 1965 to 1967 


Millions of current dollars 
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Changes during periods 


Position 1967 
Country cr area Gi nae 1965 1966 4 
First half Second half Year First half Second half Year 
- - —405 
United Kingdom: То ..... 3 004 +272 176 +96 266 139 40 
о В bi ees 2 265 —224 — 101 —325 —232 —417 ый 
Forcigmexchange. оне 739 +496 —75 +421 их мы = 
Fund reserve position ..... — = = = 
b 
Continental western Europe:” Total 33 550 —219 +1504 +1285 — 371 0831 +1460 
of which: 
29 +126 +155 
Gold 20 611 —221 +425 +204 ate 
F ей exchange? ее 9 263 —464 +687 +223 +83 +1867 + oe 
Fund reserve position. . ... . 3 676 +466 +392 +858 —483 —162 — 64: 
ацетат: otal .... 15 450 —492 —76 — 568 — 608 +556 о 
hich: 
es A te Па 14 065 —536 —294 —830 —66 —1104 —1170 
Foreign exchange ....... 781 —59 +599 +540 —583 +1607 +1024 
Fund reserve position. . .... 604 +103 —381 —278 +41 +53 +94 
st b 
Canada and Japan: Total 5 179 — 240 ЕР =367 —83 +10 ТА 
of which: 
Gold 1 479 —126 +22 —104 +21 —46 —25 
Foreign exchange $ 3 092 —266 —158 —424 —49 +98 +49 
Fund reserve position. . .. . С 608 +152 +9 +161 —55 —42 —97 
Oceania and South Africa: Total . 2 206 +380 135 +242 — 146 “FS —141° 
of which: 
О ..) BR as ee as м 656 +206 —1 +205 —164 +117 —47 
Foreign exchange Е 1377 +127 —137 —10 —21 —118 —139 
Fund reserve position. ..... 173 +47 — +47 +39 +6 +45 
All developed countries: * Total. . 59 389 —299 +987 + 688 — 1474 +2263 +789 ® 
of which: 
Gold 39 076 —901 +51 —850 —412 —1324 — 1736 
Foreign exchange 15 252 —166 +916 +750 — 604 +3732 +3128 
Fund reserve position . 5 061 +768 +20 +788 —458 — 145 — 603 
Developing countries: Total 10 780 + 665 — 30 + 635 +975 —80 +895 
of which: 
Gold са 2700 —100 —45 — 145 +75 a8, 
Foreign exchange We es 7 765 +640 —26 +614 +877 } ma +875 
Fund reserve position. . . .. . 314 +126 +41 +167 +23 —3 +20 


Sources: International Monetary Fuud, International Financial Statistics, 
February 1968. 


stand-by arrangement for the equivalent of $1.4 billion 
was agreed upon with the IMF on 29 November. 


A number of divergent factors contributed to the 
weakening of the United States balance of payments in 
1967 in addition to the small reduction in net exports of 
merchandise : increased military expenditures in South- 
East Asia, higher travel expenditure abroad (mainly 
associated with the Exhibition in Montreal), a rise of 
private unilateral transfers, partly reflecting special 
remittances to Israel immediately after the war in the 
Middle East, the absence of advance government debt 
repayments (which amounted to $400 million in 1966), 
an increase of Export-Import Bank credits, an increase 
of the total net outflow of private capital, mainly accoun- 
ted for by bank loans, and a considerable rise in United 
States purchases of both newly issued and outstanding 


% Includes unpublished gold reserves of Greece, and an estimate of gold to be 
distributed by the Tripartite Commission for the Restitution of Monetary Gold. 


b January-October or January-November. 


foreign securities, only partly offset by an increased 
inflow of foreign capital into the United States. Meas- 
ured on a liquidity basis, the balance-of-payments 
deficit in 1967 amounted to $3,572 miliion as compared 
with $1,357 million in 1966. 

Partly asa result of these developments, the official 
monetary reserves 91 of continental western Europe in- 
creased by $1,459 million in 1967 as compared with 
$1,285 million in the preceding year. In 1966, two- 
thirds of the increment was accounted for by an im- 
provement in the Reserve Position in the IMF, asso- 
ciated mainly with the quota increase that took place in 
that year. By contrast, the increase in official monetary 
_ i.e. The decline in United States official reserve assets and 
increase in liquid liabilities to all foreigners. 

*! Gold, foreign exchange and Reserve Position in the IMF. 


_ тезегуез in 1967 was the net result of a sharp rise, of 
_ about $2 billion, in foreign exchange holdings, a small 


, increase in holdings of gold and a decline in the IMF 
_ Reserve Position by $645 million. The latter was 
- mainly the result of the repayment of $405 million by 
_ the United Kingdom to the IMF in May 1967 — part of 


ys. 


| 
. 
- 


£ 


the $1 billion drawing of December 1964 which had 
been partly provided by an activation of the General 
Agreement to Borrow — which led to a decline of the 
Fund’s Reserve Position of several countries of conti- 


_ пеш western Europe, the currencies of which had been 
used.°? The increase in foreign exchange holdings was 
largely the counterpart of the recorded increase of US 


liquid liabilities held by central banks in continental 


_ western Europe. 


Official reserves of the United States declined by merely 
$52 million in 1967 since swap arrangements with the 
United Kingdom in the second half of the year led to an 


. increase in the foreign exchange holdings of about 


$1 billion. Gold holdings declined by $1.2 billion; 
$1 billion of this loss occurred in the fourth quarter 
and was directly linked to the speculation on the official 
price of gold that followed the devaluation of sterling. 
As private demand for gold rose in the London market, 
the gold pool had to intervene by heavy sales of gold in 
order to keep the price at the official parity. 


The United Kingdom suffered in 1967 a gold loss of 
_about $650 million. The decline in the world’s mone- 
tary gold stock in 1967 is estimated at $2.5 billion, of 
which the combined gold losses of the two reserve cur- 
rency countries amounted to $1.8 billion. The develop- 
ing countries, whose reserves shifted from gold to foreign 
exchange, account for most of the remaining loss of 
gold. 

Last year was also characterized by significant 
changes in the external accounts of the rest of the 
world. In particular, the trade deficit of the developing 
countries (imports c.i.f. and exports f.o.b.) rose from 
$0.7 billion in the first three quarters of 1966 to 
$2.3 billion in the corresponding period of 1967. The 
current account of these countries, taken as a group, 
thus worsened significantly in 1967. Nevertheless, their 
official monetary reserves increased by nearly $900 
million (by over $500 million if the oil-producing coun- 
tries are excluded). Since no significant increase in 
official capital flows appears to have taken place in 
1967, the outflow of private capital to the developed 
areas must have been larger than in the previous year. 
The bulk of this increase came probably from conti- 
nental western Europe, where the increase in foreign 
exchange reserves, in spite of the large net inflow of 
capital from the United States, was considerably smaller 
than the surplus on current account. 

The sharp rise in the United States balance-of-pay- 
ments deficit and the gold speculation towards the end of 
1967 led to new measures designed to improve the ex- 
ternal accounts of the country. The programme which 
was announced 1 January 1968,33 was designed to reduce 


82 See Economic Bulletin for Europe, Vol. 19, No. 1. 

93 International Financial News Survey, 12 January 1968. See also 
Survey of Current Business, January 1968, pp. 27-28, and Economic 
Report of the President, Washington 1968, pp. 172-178. 
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_ private capital outflow by at least $1.5 billion from 
1967 levels, net travel outflows (on a voluntary basis) 
by $500 million and government expenditures overseas 
also by $500 million. Moreover, the President stated 

_ that he had initiated discussions with foreign countries 
on the removal of non-tariff barriers that posed a threat 
to the US competitive position. Possible gains on this 
account were estimated at $500 million. Finally, the 
President announced that, if required, he would propose 
new legislation to limit unnecessary travel outside the 
western hemisphere and that a programme of export 
promotion (including improvement of export credit fa- 
cilities) was to be inaugurated. 


The mandatory measures taken to reduce capital 
outflows through direct investments were as follows : 

(a) a moratorium was placed on direct investment 
capital outflows to continental western Furope and 
South Africa. Moreover, in these areas, the amount 
reinvested may not, in any case, exceed 35 per cent 
of the 1965-1966 average of new capital outflows plus 
reinvested earnings ; 

(b) in other developed countries and certain oil- 
producing countries, net new investments, including 
capital outflows from the United States, and rein- 
vested earnings, were limited to 65 per cent of the 
1965-1966 average ; 

(c) in developing countries, net new investments 
were limited to 110 per cent of the 1965-1966 
average. 

The programme also required (i) foreign business 
earnings to be repatriated in at least the same propor- 
tions as the 1964-1966 average and (ii) direct investors 
to reduce their liquid foreign balances by 30 June 1968 
to an amount not more than the average of the end-of- 
month accounts during 1965 and 1966. 


In 1966, direct investment abroad (capital outflows 
plus reinvested earnings) covered by this programme 
totalled $4.2 billion; the ceilings for 1968 would re- 
duce that amount to about $2.6 billion. 

The Federal Reserve Board announced revised guide- 
lines designed to reduce outstanding bank loans by at 
least $500 million during 1968 (and was authorized to 
make the guidelines mandatory if necessary). The new 
ceiling set for 1968 will, in general, be 103 per cent of 
the amount of foreign credits outstanding on 31 De- 
cember 1964. Moreover, term loans to developed coun- 
tries of continental western Europe are not to be 
renewed at maturity nor are repayments of such loans to 
be lent back to that area, while short-term loans in 
continental western Europe are to be reduced during 
1968 by 40 per cent of the amount outstanding at the 
end of 1967, at a rate not less than 10 per cent per 
quarter.®* 


(c) Policies affecting trade 


The major event in this field in 1967 was the con- 
clusion of the Kennedy Round in May, resulting in new 
concessions in tariffs applicable to some $40 billion of 
world trade. The agreement is described and analysed in 


в For later developments in the international monetary field, see 
page 13. 


тер 
_ French and 


— Оп 14 March 1968, however, the United Kingdom 


Government announced a proposal to accelerate the © 
process of tariff reductions agreed in the Kennedy — 


Round. The United Kingdom offered to implement the 
remaining 60 per cent of its tariff cuts on 1 January 
1969 (the first 40 per cent to be made on schedule on 
1 July 1968) providing that (i) the other EFTA, the 
EEC countries and Japan do the same, (ii) the United 
States does not introduce restrictive trade measures, and 
(11) the United States proceeds at least as quickly as 
agreed in the Kennedy Round in its own tariff reduc- 
tions, and with legislation to abolish the American Sell- 
ing Price System of tariff valuation on chemicals. 

On 1 January 1967 the final 10 per cent of tariffs on 
intra-EFTA trade in industrial goods was abolished. 
Following the devaluation of its currency in October of 
last year, Finland decided to remove, two years ahead of 
schedule, its remaining protective tariffs and quantita- 
tive restrictions on EFTA imports. Norway made a 
further 10 per cent. cut in tariffs on the few industrial 
products not yet duty-free for EFTA imports ; two final 
reductions, each of 10 per cent, will be made at the end 
of 1968 and 1969. The only remaining protective duties 
still levied within EFTA on imports of industrial goods 
are now those retained by Portugal on products com- 
peting with her comparatively undeveloped industries. 
These duties now stand at 60 per cent of their original 
level ; the next 10 per cent cut will be made at the end 
of 1969 and the remaining 50 per cent is to be abolished 
by 1980. 

Intra-EEC tariffs on industrial goods were reduced by 
a further 5 per cent on 1 July 1967. The final 15 per 
cent is due to be removed on 1 July 1968, the date on 
which the Community’s common external tariff will 
come into force; this is also the date on which the 
common external tariff for agricultural products is due 
to be established. Thus with the abolition of the remain- 
ing tariffs within the EEC on industrial products and the 
implementation of two-fifths of the Kennedy Round re- 
ductions in tariffs on EEC imports from outside the 
Community, mid-1968 will see a substantial reduction in 


*5 Economic Bulletin for Europe, Vol. 19, No. 1, Part 2 (c). 
в Reported in the Financial Times, 15 March 1968. 


German tariff, the Benelux tariff occupying an ‘inter-— 
_ mediate position. Se see eee 


importance to the question of its accession”, and noted 
that “...since November 18, 1967, Great Britain had 
put into operation measures intended to consolidate its 
economic, financial and monetary situation”. However, 
while five members of the Community expressed their 
desire for the immediate opening of negotiations with all 
four applicants so that these negotiations might be 
undertaken in parallel with the re-establishment of Great 
Britain’s economic situation, “One member state con- 
sidered that the re-establishment of the British economy 
must be completed before Great Britain’s request can be 
considered. For this reason, there was no agreement in 
the Council at this stage on the next step to be taken. 
The réquests for accession presented by the United King- 
dom, Ireland, Denmark and Norway, and also the letter 
from the Swedish Government, remain in the Council’s 
agenda ”.%8 

Thus, a number of policy measures taken in 1967 or 
scheduled for 1968 will influence trade developments in 
the coming months. Two measures will have a clear 
expansionary effect: the implementation of the first 
stage of the Kennedy Round tariff reduction and the 
removal of the remaining 15 per cent of tariffs on indus- 
trial products in July 1968 within the European Eco- 
nomic Community. Two other measures — the devalua- 
tions in November 1967 and the United States’ measures 
to reduce capital exports and other expenditure 
abroad — will affect the regional pattern of trade and, 
taken together, will be of particular importance for 
continental western European countries. 


* Sweden also submitted an application in July, but did not 
specify whether it was for full membership or some form of associa- 
tion. 


** See Bulletin of the European Communities, Vol. 1, No. 1, 
January 1968. 


2. 1967 IN PERSPECTIVE: WESTERN EUROPE 


The year 1967 should complete a five-year cycle which 
started in 1962-1963 : output of western European indus- 
trial countries climbed to a peak rate of growth in 


1964 — when it rose by 6 per cent—and descended 


through 4 per cent growth in 1965 and 3 per cent in 
1966 to 2 per cent in 1967. In severity and duration, the 
course of the recession, as measured by total output, was 
not very different from the descent from the peak year 


_ 1955 to the recession year 1958 (the recession of 1962- 
_ 1963, however, was much less intense and may be 
treated in several countries as a minor hesitation in a 
longer upward swing). 


a National patterns of boom and recessior. since 1962 


As in previous cycles, the timing and intensity of these 
fluctuations in economic activity over the past five years 
were not identical in the various member coun- 
tries — and a few countries were very little touched. Yet 
there are enough similarities of pattern to justify a 
search for some common conclusions, which may be 
taken into account in considering policy for the phase of 
recovery which is now expected to open. 


The following paragraphs are intended to summarize 
the chronology of the boom and recession in broad 
outline and the main features seen from the point of 
view of changes in the various forms of final demand, 
which shed some light on the proximate causes of 
changes in activity. Subsequent sub-sections are intended 
to exhibit the effects of the declining growth rates and 
the accompanying economic policies — which were de- 
signed, generally speaking, to correct by restraint of 
demand the internal and external disequilibria ; an at- 
tempt is made to show the different ways in which pay, 
productivity, labour costs and prices, and the balance of 
payments, in fact reacted to the respective phases of fast 
and slow growth. Finally, some of the effects on employ- 
ment, unemployment and international migration will be 
summarized. 


The typical pattern outlined above was followed, with 
minor variations, by nine of the thirteen countries listed 
in Table 1. The exceptions are France, Italy, Ireland 
and Norway. 

In these four countries, there was no marked phase of 
abnormal expansion in the past five years and they 
escaped part of the three years of continuous slow 
growth suffered elsewhere from 1965 to 1967. In Italy 
the last period of very rapid growth was in 1959-1962, 
when output was rising at 7-8 per cent annually; the 
stabilization policy of 1963-1964 achieved quite rapidly 
its immediate aim of checking the earlier surge of im- 
ports and correcting the balance of payments ; after two 
years (1964 and 1965) of slow growth, expansion was 
resumed — at a slower rate than in the early nineteen- 
sixties. In France, the check to expansion imposed by 
government policy at the end of 1963 was aimed pri- 
marily at preventing a wage-price spiral which threat- 
ened to erode the very substantial gains on the balance 
of payments achieved by the 1958 devaluation. Policy 
was not wholly successful in containing the rise in costs ; 
but the slow-down in 1965 was very moderate and was 


®° The term “recession” is used simply to denote a period of 
relatively slow growth. In terms of the aggregate growth rate of GNP 
in industrial western Europe, the following such periods can be 
observed: 


Drop from peak of 81% prowth in 1950 to 21, % in 1952 

* 6 " in 1955 02 ™” in 1958 
in 1960104 ” in 1962 and 1963 
in 1964102 ” in 1967 


” 7 ” 
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See the Survey for 1965, Part 1, Chapter II, page 68 ff. for a fuller 
account of the postwar conjunctural movements. 
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reversed in 1966. It was succeeded by a further retarda- 
tion below planned growth rates in 1967, the result in 
part of weak export demand. However, the variations in | 
the annual growth rate in France have been very moder- 
ate over the past five years — between 4 and 6 per cent. 
Only Norway has succeeded so well in restricting the 
range of fluctuations. 


Norwegian experience indeed stands out for the rela- 
tive smoothness of the annual growth rate — between 4 
and 514 per cent — by comparison with other industrial 
countries in general and with the other Nordic countries 
in particular (even in Sweden, which has succeeded in 
maintaining a fairly steady course, fluctuations have 
been rather wider). In Norway, policy has achieved 
maintenance of steady growth with full employment, 
while the considerable fluctuations in the current bal- 
ance of payments have been met by foreign loans.!° 


In Ireland, the recession hit hard in 1965, after some 
years of growth at about 4 per cent a year under the 
development plan but no conspicuous “ boom ”. In 1965 
and 1966 the growth rate was among the slowest, match- 
ing that of the United Kingdom. This was not simply the 
result of close trading connexions with the United King- 
dom (on which Ireland depends for 70 per cent of her 
commodity exports and perhaps a quarter of her na- 
tional product — a higher degree of “ dependency ” on a 
single foreign market than that of any other western 
European country). The major reason was a restrictive 
fiscal and credit policy, introduced in 1965, to check the 
growth of domestic incomes and domestic demand re- 
sulting from rapid pay increases and an accompanying 
worsening of the current balance. Better exports in 1966 
and 1967, particularly to the United Kingdom, have 
however permitted a return in 1967 to little less than the 
4.3 per cent growth rate of the interrupted development 
plan. 

Apart from these four exceptions, the pattern of 
accelerating growth in 1964 and a slowing down there- 
after is universal; in all nine industrial countries, 1964 
showed growth rates of national product ranging from 5 
or 6 per cent in Switzerland and the United Kingdom to 
7-9 per cent in Austria, Belgium, the Netherlands and 
Sweden. In 1966 and 1967, growth rates were no 
faster — among the nine countries — than 4 per cent in 
Austria (1966) and 5 per cent (1967) in the Netherlands. 
In western Germany, 1967 saw no increase in national 
product for the first time since the war. All the others 
recorded growth rates of 114 to 3 per cent in both 1966 
and 1967. In this decline, policies of restraint, aimed at 
checking the worsening of the balance of payments or 
the rise in costs and prices, played an important part. 
Restrictive policies were introduced in Belgium and 
Switzerland in 1964; in the United Kingdom in 1965, 
reinforced with much stronger effect in 1966, in Den- 
mark in 1965; in western Germany at the end of 1965 
and further strengthened in 1966; in Finland and 
Sweden in 1966. Аз pointed out ш previous 
ЗОВУЕУ$,101 however, the slowing down of growth in 


100 To a great extent, the fluctuations in the current balance are 
associated with changes in ship purchases for which it has generally 
been possible to obtain finance abroad. 


101 See the SuRVEY for 1965, Part 1, Chapter II, р. 9 ff. 


the past three years cannot be wholly attributed to 
restrictive demand policies : some decline in the rate of 
expansion of demand can be attributed to the spon- 
taneous reactions of the economy and to their effects on 
foreign trade. 


Changes in the pattern of real expenditure 
(see Table 1) 


The almost universal characteristic of the fast expan- 
sion of 1964 was the sudden and rapid acceleration in 
fixed investment. In nearly all industrial countries, fixed 
investment rose significantly faster than national pro- 
duct. Investment rose around twice as fast as national 
product in Belgium, Denmark, France, western Ger- 
many, Ireland, the Netherlands, Switzerland and the 
United Kingdom. For the most part, the biggest weight 
in the investment boom was carried by housebuilding 
(particularly in Belgium and France) and by increased 
investment in energy, transport (including roads) and 
services. It was generally more moderate in manufac- 
turing industries. To a great extent, it represented an 
expansion — ш part publicly financed—of the eco- 
nomic and social “infrastructure”, rather than a 
direct extension of industrial capacity. 

After the sudden spurt, investment rarely declined but 
it ceased to provide a major stimulus to growth.?®? By 
1966 and 1967, the contribution of investment to growth 
of total real expenditure was comparatively small (even 
though investment was in some countries maintained by 
public expenditure). 

The other major “exogenous” influence on output 
fluctuations — although less widespread than invest- 
ment in its effects—was the fluctuations in exports. 
There are few countries, however, where export fluc- 
tuations played the dominant role either in the accelera- 
tion phase or in the slowing-down. Among the smaller 
countries (where exports of goods and services are a 
bigger element in domestic output than investment), it is 
only in Sweden that exports appear, rather consistently, 
as the biggest direct influence on fluctuations in eco- 
nomic activity. But exports played a very large part in 
determining the rhythm of growth in Belgium, Denmark 
(in the slowing down in 1966), Ireland, the Netherlands, 
and in Switzerland. 


Italy, and to a lesser extent western Germany, stand 
out by contrast as countries where exports have often 
offset the fluctuations in domestic expenditure. Thus in 
1964 and 1965, the acceleration of export expansion in 
Italy was the major factor generating the modest rate of 
output growth that occurred, and export growth slowed 
down as the expansion of investment was renewed. In 
western Germany, too, continued, although not acceler- 
ating, export growth to some extent counteracted the 
falling away of investment in the last three years. In 
France, and the United Kingdom, however, there is no 


102 The west German Council of Experts examined the question of 
whether the high investment levels in industry, in 1963-1965, were 
“excessive”. Their conclusion is that (with certain exceptions 
notably steel) the level of investment was no greater than was 
appropriate to the previous rates of output growth. (See 1967/1968 
Report of Sachversténdigenrat, “ Stabilitit im Wachstum ”, 1968 
pp. 177-178.) гы 


consistent and direct short-term relationship, although 
the slower expansion of French exports was a factor in 
the slowing down of output expansion in 1967. ра 

Variations in public consumption are not often found 
to offset the variations in other forms of expendi- 
ture—to perform in fact the counter-cyclical function 
which was expected from them. Of the rather infrequent 
big variations in public consumption, at least as many 
examples can be found of public consumption acceler- 
ating or slowing down in parallel with other forms of 
expenditure as of a reverse association. Examples of 
both can be found in different years in the same 
country. 

To sum up, the most common experience is that the 
fluctuations in fixed investment have been dominant as 
an influence on variations in the growth of output and 
demand, complemented, especially in the smaller coun- 
tries, by variations in export growth. 


The effect of expenditure variations on output, prices 
and the balance of payments 


It is generally expected that a slowing down in the 
expansion of domestic demand, whether occurring spon- 
taneously or brought about by policy, will moderate a 
rise in prices and correct a balance-of-payments deficit. 
How far these expectations have been realized may be 
illustrated in a very summary way by Table 12. 


The starting point is the growth of internal expen- 
diture in money terms (i.e. consumption and investment, 
in market prices). Any such increase — which may be 
termed. the “expansionary impulse” — must §arith- 
metically be balanced by an increase in the volume of 
output, a rise in prices, an increased deficit (or reduced 
surplus) in the balance of payments, or a combination of 
these effects. The table illustrates the extent to which 
balance was obtained by each of these three routes 
during the period 1960 to 1966 (all three “ effects ” being 
expressed as percentage increases in domestic expen- 
diture). The excess of the rise in internal expenditure 
over the rise in real output can be regarded as a general 
measure of the amount of monetary inflation — the 
“inflationary effect”. There is no association with the 
relative growth rates. (The rank correlation between 
output growth and inflationary effect is negligible.) 


The analysis may be pursued by comparing the ex- 
perience of each country in the years of relatively fast 
output growth (years when the volume of national out- 
put rose faster than the average for the country over the 
whole period) with years of slower growth. The com- 
parison provides a rather inconclusive result. Eight of 
the twelve countries show a marked tendency, as ex- 
pected, for the inflationary effects to be greatest in 
periods of fast growth : in five of them the difference is 
very substantial— the amount of “excess demand ” is 
at least 1 per cent a year greater in the fast than the 
slow growth periods (Finland, western Germany, Italy, 
the Netherlands and Switzerland); in three others, the 
difference is quite small (Austria, Denmark, France). 
But the remaining four countries show a “perverse ” 
effect: the amount of excess demand is greater in 
periods of slow growth (in Belgium and Sweden substan- 
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TABLE 


12 


The expansion of internal monetary expenditure and its absorption 1960-1966 
in selected western European countries 


Expressed as percentage of internal money expenditure in previous year 


Expansionary 
impulse 


Increased 
volume of output 


of which: 
. у Increase in current 
Increase in prices account weno 


Excess demand 
total 


Country 

т в Avemee bey tor Average р и Average т ines ES vera big Е Average 
oe growth 1966 Е growth 1966 ons gown) 1988 Bees popes 1086 hue, eek 1966 
Austria ty. eee 12.4 8.2 9.4 7.6 3.7 48 48 46 4.6 37 193 4.1 1.2 ` 0.2 0.5 
а а 7.6 382 7.8 5-й в 4.8 1.9 4.7 3.1 2.1 4.2 3.0 |-0.3 0.5 0.1 
Denmark SR Se es 5 12.3.1382 №8 6.4 25 4.7 6.4 5.7 6.1 4.7 6.9 5.6 Lod 5 
Finland .. 14.2 7.8. 106 8.1 3.4 5.4 6.1 45— 5.2 4.6 4.6 4.6 1.5 —0.1 0.6 
асе ИА cs. % 1 35 9.6 6.8 4.8 5.6 4.3 37 4.0 4.1 ЗЯ 3,9. 0.2 — 0.1 
Western Сегтапу@. .. .| 10.7 47 ee 6.6 2.4 4.5 4.1 2.3 32 3.6 3.1 3.3 0.4 —0.8 —0.2 
О К я 119) 56 101 6.3 3.1 5.4 5.5 25 4.7 4.7 5.4 4.9 0.9 -—2.9 —0.2 
р Netherlands 25... %.%) =. 163° 89 11.0 8.9 3.6 5.1 7.4 Эа 5.8 5.8 4.8 51 16 0.4 0.7 
оса р 8.8 8.6 8.7 25} 4.2 4.7 3.4 4.5 4.0 3.5 3.9 Sf Ou 0.6 0.3 
Sweden “id | SS ie, ee 92. 93 9.2 5.9 3.3 4.4 3.3 5.9 4.8 3.6 5.4 4.7 |-—0,3 0.6 0.2 
Switzerland : 125. 973 OF 6.2 4.1 5.0 6.3 3.5 4.7 4.7 4.6 4.6 16 —1.1 0.1 
United Kingdom . А oS 6.4 4.7 1.5 3.3 РЯ 3.8 3.1 нА Е 3.1 0.5 —05 0.1 


Sources : United Nations, Yearbook of National Accounts Statistics, and 
questionnaires; and national statistics. 


Definitions : 


Expansionary impulse: increase in internal expenditure (final expenditure less 
exports) at current market prices. 


Excess demand (“inflationary effect ”) equals Expansionary Impulse minus increase 
in gross national product at previous year’s prices: this equals effect of price 


Years of fast growth 


changes on GNP plus increase in current account deficit (or reduction in surplus) 
at current prices. 


Current account deficit equals imports of goods and services (non-factor) minus 
exports of goods and services (non-factor) plus net factor income from abroad. 
(Minus sign means reduced deficit or increased surplus.) 


Norte. — Years of fast and slow growth are as follows: 


Years of slow growth 


Аба У. 5. 1960, 1964 1961, 1962, 1963, 1965, 1966 
Вата ибо. 1960, 1961, 1962, 1964 1963, 1965, 1966 

Degman... agin. 1960, 1961, 1962, 1964 1963, 1965, 1966 

Finland 0. idee 1960, 1961, 1964 1962, 1963, 1965, 1966 
Зи Js vats Caen ee 1960, 1962, 1964 1961, 1963, 1965, 1966 
Western Germany .. . 1960, 1961, 1964, 1965 1962, 1963, 1966, 1967 

Italy о оная 1960, 1961, 1962, 1963, 1966 1964, 1965 

Netherlands (52:2... =" 1960, 1964 1961, 1962, 1963, 1965, 1966 
Мопуау о ковать Е 1961, 1963, 1964 1960, 1962, 1965, 1966 
р Зе о 1961, 1963, 1964 1960, 1962, 1965, 1966 
Switzerland’) 5... - 1960, 1961, 1962 1963, 1964, 1965, 1966 
United Kingdom... . 1960, 1961, 1963, 1964 1962, 1965, 1966 


Years of fast-slow growth are those in which the percentage increase in the volume of gross national product was above/below the average for the whole period. 


а 1960-1967. 


tially so, in Norway and the United Kingdom less 
markedly). 


Next, the operation of the inflationary effect may be 
divided between the influence on prices (i.e. the overall 
price change underlying the deflation of GNP) and the 
influence on the balance of payments (the relevant 
concept is the current balance of goods and services, 
excluding transfers). In every country, and in periods 
both of fast and of slow growth, the greater part of the 
inflationary effect is expressed in a rise in prices ; this 
is to be expected since international transactions can 
meet gaps in domestic demand over only half or less of 
the есопоту.103 


103 Tt might be expected that the extent to which external transac- 
tions respond to the inflationary effect would be greatest in the 
smaller countries, where external transactions are generally largest in 
proportion of national product. This is not generally true. The 
biggest variations in the current balance (in relation to domestic 
expenditure) are found in Italy and the United Kingdom, as well as 
in Denmark, Finland, the Netherlands and Switzerland. 


Comparison of fast and slow growth periods, however, 
shows that in most countries the rates of price increase 
have not conformed to the expected pattern ; the price 
rise has been at least as great in years of slow growth as 
in years of fast growth in eight of the twelve countries ; 
the opposite is found in France, western Germany, the 
Netherlands and Switzerland, and even in these four 
countries rates of price increase are only slightly less in 
periods of slow growth. In Belgium, Denmark and the 
United Kingdom, however, the rates of price increase 
are quite substantially faster (by 2 per cent or more) in 
the years of slow growth. 


The current balance responds to slower growth in the 
expected way (the deficit falls, or the surplus increases) 
much more strongly than the rate of price increase falls. 
The improvement of the balance of payments in periods 
of slow growth is very marked in Denmark, Italy, the 
Netherlands and Switzerland, and rather less so in Aus- 
tria, Finland, France (very little), western Germany and 


mi В 


‘of demand restraint policies. 


_ Тве analysis of Table 12 is, of course, confined to the | 


= _ effects of variations of growth rates on prices and the — 


balance of payments within the same year; it may be 
objected that the effect of slower growth on prices would 
be more marked if a lag could be allowed for. The 
_ difficulty is that annual averages are unsuitable for 
estimating lags ; it cannot be conclusively demonstrated, 
for example, whether the change in prices in one year is 
an immediate response to the change in growth rate in 
that year, or a delayed response to the previous year’s 
change in growth rate. However, the general slowing 
down in growth rates over two or three years, since 1964, 
has, in fact, finally resulted in a certain slowing down in 
the increase of prices, although not universally. 


This very aggregative analysis of price changes may be 
refined a little by examining the behaviour of more 
specific price indices and by comparing quarterly move- 
ments. Table 13 shows for four countries quarterly 
changes in consumer prices and in the wholesale prices 
of manufactures over different cyclical phases. In 
France, the rather rapid rise in both consumer prices 
(4 per cent a year) and wholesale prices (3 per cent a 
year) during the period of fast growth in 1962-1964 was 
a major reason for the policy of restraint, and the rate of 
increase in both price series was effectively reduced. 
During the recession in 1967, wholesale prices were 
falling ; but consumer prices continued to rise, largely 
because of increases in prices for public services. 


Belgium, western Germany and the United Kingdom 
display a fairly common picture. The slow-down of 
output growth (in the course of 1964 in Belgium, in early 
1965 in western Germany and the Uunited Kingdom) was 
accompanied in the first place by divergent but not large 
changes in wholesale prices, while the rate of increase in 
consumer prices accelerated (for which increases in in- 
direct taxes and prices of public services were largely 
responsible in the United Kingdom). But in all three 
countries the subsequent transition to an actual decline 
in industrial output (from early 1966) was associated 
with a more significant slowing down in both wholesale 
prices and consumer prices, most marked in western 
Germany where the fall in output was most severe. In 
the United Kingdom, the effects of demand restraint 
were supplemented by the temporary “freeze” of 
wage and price increases in the second half of 1966; 
most of the 3 per cent a year remaining rise in consumer 
prices during 1966 and 1967 was due to taxes and public 
service prices. 


104 The experience of 1967 in the United Kingdom, where the 
current balance failed to respond to demand restraint, is not covered 
by the analysis here. 


ABE In Norway, the reason may be that even in the years of general 
recession, Norwegian output was rising relatively smoothly, so that 
imports were maintained by domestic demand while exports were 
suffering from weak external demand. Ship purchases and shipping 
income also depended more on external than domestic conditions. 


с (Intermediate 
Fast growth (1962/III to 1964/П) Я 4.2 2.8 
Recession (1964/II to 1965/10). . о 2.8 Oe 
Fast growth (1965/I to 1966/IV) . 64 2.6 2.0 
Recession (1966/IV to 1967/П) . —2% 2.4 =24 

Belgium 
Fast growth (1962/III to 1964/1 . 8 3.0 3.4 
Slow growth (1964/I to 1966/I) . 3 4.3 2.6 
Recession (1966/I to 1967/III). . =i) 3.0 0.6 


(Invest- (Con- 
ment sumer 


Western Germany goods) goods) 
Fast growth (1962/III to 1965/1) . 6 27 1.8 1.3 
Slow growth (1965/I to 1966/П) . 3 4.3 Lf IAT | 
Recession (1966/ to 1967/П). . —6 1.5 —0.3 0.4 

¢ (Manufactured 

United Kingdom goods) % 
Fast growth (1962/III to 1965/1). 5 3.0 2.4 
Slow growth (1965/I to 1966/I) . 2% 42 2.4 
Recession (1966/I to 1967. . ill 2.6 7 


Sources: OECD, Мат Economic Indicators and its supplement, Historical 
Statistics, 1955-1964. 


@ Home sales, excluding food. 


The “ perverse ” behaviour of prices, when it occurs, 
owes much to the conjunctural pattern of productivity 
and cost changes. Productivity tends to rise least, and 
unit labour costs to rise most, in certain periods of slow 
growth; these patterns are expounded in more detail 
below. The perversity of price behaviour is also in part a 
result of the choice of policy instruments made by gov- 
ernments in endeavouring to deflate the volume of 
demand. Governments have frequently chosen — or been 
obliged — to use increases in indirect taxes, or in the 
prices for public services, as an instrument, thus not only 
raising prices directly, but also indirectly through the 
effect of price increases on wages and salaries.1°° When 
the immediate object is to check the pressure, especially 
of consumers, on real resources, and on the balance of 
payments, a price increase can be quite quickly effective. 
If the purpose is to check the rise in prices, it can be 
effective only indirectly, if at all, through the ultimate 
effect on prices of a lower pressure of demand. 


Productivity and unit labour costs 


A large part of the explanation of price changes may 
be found in the interactions between productivity and 


6 Tt is not suggested that pay increases respond proportionately 


to a rise in prices. See Incomes in Postwar Euro e, ECE, Geneva 
1967, Chapter 3, page 15. 4 
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It has been seen that nine countries show for the 
новь 1963 to 1967 a rather similar cyclical pattern of 
_ growth in total product (Austria, Belgium, Denmark, 
Finland, western Germany, the Netherlands, Sweden, 
‚ Switzerland and the United Kingdom). The variations in 
industrial production are similar, but most often more 
acute. In all these countries, industrial output increased 
strongly in the year 1964; there was a subsequent 
period of slower growth lasting until 1967, when 
output either rose very moderately or, as in western 
Germany and the United Kingdom, actually declined. In 
Norway, although growth rates of total national output 
fluctuated little, industrial production followed much 
the same pattern of short-term movements as in the nine 
countries mentioned; but France, Ireland and Italy, 
where short-term fluctuations in total output were also 
different from the general pattern, did not. 


The postwar experience of western Europe seems to 
indicate a common pattern of reactions. The centre of 
attention is the industrial sector.1°* In considering the 
effect on consumer prices, many other factors must be 
taken into account — agricultural prices, import prices, 
rents and the costs of services, which are more important 
than industrial labour costs and subject to some extent to 
different influences. Labour productivity gains in industry 
(output per worker or per worker-hour) have tended to 
accelerate in times of fast increases in output and to 
flatten out in times of relative stagnation. This is largely 
because of the delay in adjusting employment to changes 
in output. Pay rates, again, respond to changes in the 
employment situation — although the sensitivity of the 
reaction varies greatly between countries — but after a 
further time lag. Hence unit labour costs tend to rise 
only slowly, or to fall, at the beginning of an upturn in 
output, but continue to increase after the peak of output 
growth has been passed. This kind of pattern explains 
part of the frequent “perverse” reaction of prices to 
changes in output described above. It does not explain 
the whole reaction. Together with other factors men- 
tioned above, profit margins generally fluctuate more 
violently than unit labour costs, partly because of the 
impact of international competition which prevents 
managements in exposed sectors from passing on into 
prices the whole increase in unit labour costs; and 
partly, also, because prices are frequently set not so 
much on the basis of actual output as on the expecta- 
tion of a “ normal ” rate of output.1% 

Developments during the 1962-1967 cycle in output, 
the wage bill (or wherever possible the total wage and 
salary bill) and in labour costs per unit of output in 


107 Manufacturing when figures are available; but for some coun- 
tries it has been necessary to include mining and public utilities. 

108 For a fuller account of these cyclical reactions up to 1965 see 
the ECE study Incomes in Postwar Europe, especially Chapter 2, 
p. 17 ff. (for changes in cost structure) and Chapter 3, p. 8 ff. (for the 
process of pay determination). 


| by indirect tax changes or 


manufacturing industry, are illustrated in Chart 2. 
(France and Ireland have. had to be omitted for lack of 


7 comparable data.) ; 


In the upturn of 1964, events conformed fairly closely | 
to the common pattern — relatively small increases in 
unit labour costs in spite of rapid growth (around 10 per 


cent ог more in most countries) in the wage bill. 1965, 


too, displayed the usual reactions. Expansion of output 
slowed down generally (although not until later in Fin- 
land, and not in Italy where the cyclical pattern has been 
quite different). But the rate of expansion of the wage 
bill failed to slow down as much ; indeed it rose faster in 
1965 in Denmark, western Germany and Norway. Unit 
labour costs increased at least as much in 1965 as in the 
“boom” year 1964 and in most countries distinctly 
faster (except in Finland and Italy). It may be noted 
that in the countries for which separate statistics of 
wages, as distinct from salaries, are available, wage costs 
per unit rose considerably less than total wage and 
salary costs —a natural effect of the greater stability of 
employment for salaried workers and of their upward 
trend as a proportion of the labour Ёогсе.109 


In 1966, the effects of weakening industrial markets 
began to have their effect on wage bills. In several 
countries, the rise in the wage bill slowed down substan- 
tially, but so did the expansion of output. The con- 
sequent rate of increase in unit labour costs slowed down 
significantly only in western Germany, the Netherlands 
and the United Kingdom (it also slowed down in Switzer- 
land and in Italy where, exceptionally, the increase in 
output substantially accelerated). 


The even smaller increases in industrial output in 
1967, the third year of “recession” in most countries 
(with actual declines in output in Austria, western Ger- 
many and the United Kingdom) produced a much more 
marked effect. Total industrial wage bills rose less than 
in any of the previous three years in all countries where 
the output increase was very low or negative. Most of 
the increases in unit labour costs were therefore very 
moderate ; 110 in western Germany, unit labour costs fell 
and in Belgium, Italy, the Netherlands and the United 
Kingdom (where unit wage-costs fell) increased very 
little. Increases of more than about 4 per cent occurred 
only in Austria, Finland and Norway. Generally speak- 
ing, 1967 was a year of smaller increases in unit labour 
costs than any year in the nineteen-sixties — at the price 
of three years of demand restraint, loss of potential 
output gains and of unemployment. The association of 
rising costs with declining rates of expansion in output 
had, it now appears, been loosened, although not finally 
broken. 

The exceptions to the common pattern were Norway 
and Switzerland and, to some extent, Italy — all coun- 
tries with special features in their cyclical development. 
In Italy, the effect of fast output growth and an increas- 


109 Tn 1964, however, when output was rising fast, wage costs рег 
unit increased no faster than total unit labour costs. The boom did 
not result in any bigger increase in the wage bill than in the salary 
bill. 

110 Although precisely comparable data are not available, it seems 
likely that in France also unit wage costs in industry rose only 
around 2 per cent in 1967. 


Western Germany @ Wage-earners 
Wage- and salary- 
earners —1.8 0.3 
Па ас Wage-earners 56 
Netherlands ..... Wage- and salary- sl 
earners 0.7 1.1 
Norway?) <0 cs cca Wage-earners —0.2 0.7 
ее: в а Wage-earners —1.8 Bus) 
Switzerland. ..... Wage-earners 1.9 0.2 
United Kingdom Wage-earners —1.4 АИ 
Wage- and salary 
earners = 1% 2.6 


Sources: OECD, Мат Economic Indicators — Supplement, Industrial Pro- 
duction; and national statistics. 


NOTE: 


1. For Austria, western Germany, the Netherlands and Norway, the series of output 
per man-hour have been taken directly from national publications and the 
figures for man-hours worked have been obtained by dividing the change in 
output by the change in output per man-hour. 


2. For Belgium, Denmark, France and the United Kingdom, the series of man- 


ingly strong labour market in the early 1960s continued 
the momentum of large wage increases into 1964; as 
output levelled off in that year, unit labour costs in 
industry still rose substantiaily, though much less than in 
1963 ; but they declined in 1965. Similarly, re-expansion 
in 1966 was accompanied by only a modest increase in 
wages and employment so that unit labour costs were 
further reduced. In 1967, the rise in employment and, 
even more, in wages accelerated but not so much that 
unit labour costs (apart from the rise in employers’ social 
security contributions) could not remain stable. 


Since the fast expansion of Norway’s industrial out- 
put in 1963 and 1964, which kept unit labour costs 
down, the rate of output growth has been slower but still 
quite substantial ; the increases in unit labour costs have 
been much larger and have shown no tendency to fall 
off. Norway escaped the protracted period of serious 
industrial recession affecting most of western Europe. 
The labour market remained tight, wages and employ- 
ment continued to increase, and the increase in industrial 
unit labour costs appear to have been greater in 1967 
than elsewhere. 


In Switzerland, the increase in the wage bill has been 
fairly steady, at about 5 per cent over the past three 
years, in spite of the restrictions on foreign manpower 
which have steadily reduced the level of industrial em- 
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hours worked have been taken from national sources, while those for outpu' 

per man-hour have been derived. Е 
3. For Finland, Italy, Sweden and Switzerland, the series of man-hours worked 

have been calculated by multiplying the change in employment by the change in 

average hours worked per man. The output per man-hour has been derived in 

the same way as in 2. 
а Data relate to industry. 
> January-September. 


с January-October. 
@ Including mining. 


ployment. Unit labour costs have throughout risen only 
moderately, the rate of increase varying with the fluctu- 
ations in the rate of output expansion and, correspond- 
ingly, in productivity. Switzerland has maintained full 
employment for those entitled to seek employment there, 
without substantial wage pressures. 


Underlying the changes in unit labour costs in industry 
are the changes in productivity and in wages. The usual 
Positive association between productivity gains and the 
rate of expansion of industrial output held in the 
period of rapid expansion, when productivity gains were 
greatest, and in the subsequent slowing down when pro- 
ductivity gain declined (Table 14). However in several 
countries, 1967 saw surprisingly large productivity in- 
creases in relation to the very slight expansions in 
output. Output per wage-earner rose nearly everywhere 
by 5 per cent or more (Norway and Switzerland being 
the exceptions)— rates which are not very different 
from those in the medium-term plans. This somewhat 
exaggerates, it is true, the gains in overall productivity 
in industry, because of the greater reduction in employ- 
ment for wage-earners than for salary-earners (as the 
figures for those countries providing both sets of data, in 
Table 14, show). It is particularly significant that in 
western Germany and the United Kingdom, where in- 
dustrial output fell in 1967, productivity increases accel- 


4 
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erated; and elsewhere productivity gains were шаш- 


tained even though the rate of output expansion fell off. 
This development is often attributed to the greater pres- 


_ sure for rationalization and improved methods, or, more 
Important, to less “ hoarding ” of labour аз the prospects 


for early re-expansion receded. In either case, it has 


implications for the future: the rapid increases in pro- 


ductivity usually associated with an acceleration of out- 
put expansion may be somewhat less in the coming 
_ phase of re-expansion. 


At the same time, the slowing down of output expan- 


sion has been commonly associated with a somewhat 


delayed slowing down of wage increases (see the table 


below). In Austria, Belgium, western Germany, the 


Netherlands, and the United Kingdom, hourly wage- 
earnings rose less in 1967 than in any of the previous 
three years. 


Increases in hourly wage-earnings in manufacturing 
(or total industry) < 


( Annual averages) 


Percentage change from previous year 


Country 1963 1964 1965 1966 1967 8 
PAUSUTa oe a) sss 6.8 8.9 10.8 8.1 6.4 
Belsiem ee . See 8.4 10.8 9.7 10.3 7.0 
Зент: де 8.3 8.6 12.0 11.8 9.8 
Finland - ее. 95 132 8.6 7.9 8.1 
Ро Е. 8.5 6.8 5.6 5.8 5.8 с 
Western Germany AD 8.4 9.8 6.6 3.2 
ireland: staph e |. 4.6 11.5 3.7 9.2 7.7 
ее о: sheer ie 16.8 11.1 7.5 3.9 6.7 
Netherlands 5 7.4 15.1 9.6 8.6 8.0 
INGI Wayans. x62. + 5.5 6.5 9.4 7.4 8.1 
Вели с: cis 8.6 6.4 10.5 del, 9.9 
Switzerland .... . 8.2 7.9 15 2 6.4 
United Kingdom .. 4.1 ed 8.6 TH 3.7 


Source: National statistics. 


@ Manufacturing for Belgium, Ireland, Italy, Sweden and the United Kingdom; for 
Denmark, manufacturing including construction, transport and some services; 
for France, industry including construction, transport, commerce and some 
services (averages of March and September enquiries); and for the remaining 
countries, industry. 


6 For Norway, 9 months only, and for Denmark and Italy, 6 months. The figure 
for the Netherlands refers to weekly earnings per employee in enterprises. 


С The 1967 figure refers to wage rates. 


In other countries, however; and notably in France, 
Norway, Sweden and Switzerland, the rather smooth 
rhythm of wage increases appears to have been only 
slightly affected by the cyclical developments in 
outpul. 

The analysis so far has been restricted to the industrial 
sector. Table 15, giving similar data for the whole eco- 
nomy, shows similar but, on the whole, rather modified 
movements. It may also be noted that while unit labour 
costs (or wage costs) in industry have occasionally fallen, 
no such reduction is shown at any point for unit labour 
costs in the whole economy. In the service trades, in- 
creases in productivity tend to be smaller, but increases 
in pay to be not much, if at all, less than in industry ; 
moreover it appears to be easier to pass higher costs into 
prices in services than in industry. Table 15 also sug- 
gests that employment and labour cost reactions in 
France (which was not included in the analysis of the 


industrial sector) behave in a rather similar way to those 
in Norway Switzerland. The range of variations in 
output, wage increases and employment is rather nar- 


_ том ; unit labour costs tend to rise in periods of slacken- 


ing activity and to decline in periods of faster growth but 
the variations are rather short-lived. 


Adequate information about the reactions of indus- 
trial profits to these changes is not available. It is normal 
for profit margins to fall when output expansion is 
weak. However, it is significant that in both western 
Germany and the United Kingdom, the fall in profit 
margins appears to have come to an end in 1967 in spite 
of the decline in industrial output in both countries. 
Thus, for western Germany, comparison of changes in 
the total wage/salary bill with those in total value 
added in industry, and also comparison of changes in 
unit labour costs with those of industrial producers’ 
prices, both suggest that gross profits per unit of output, 
which were probably stabilized in 1966 after an earlier 
decline, may well have increased in 1967. Again, in the 
United Kingdom, profits per unit of output appear to 
have remained about stable, or may even have increased 
in 1967: 1" output prices in manufacturing industry, to- 
gether with unit labour costs both rose a little over 1 per 
cent; meanwhile prices of materials and fuels fell 
although by less than 1 per cent. In the British economy 
as a whole, both employment incomes and other incomes 
(gross profits, rents, and self-employment income) each 
increased by over 3 per cent, while the real domestic 
product increased by about 144 per cent. The possible 
small increase implied for profits per unit of output in 
1967 did not, however, go far to offset the decline over 
the previous two or three years. 


The effects on employment and unemployment 


Of all the indicators of short-term economic change, 
unemployment has probably the biggest influence on 
public opinion. Yet the statistics of recorded unemploy- 
ment are necessarily a very inadequate indicator of the 
ability of an economy to provide a job for all who wish 
to work. Only a part of any change in employment is 
likely to be reflected in a change in recorded unemploy- 
ment; 112 the rest may disappear from the statistical 
record in times of slackened demand for labour, or enter 
employment from outside the recorded “labour force” 
at other times, in three ways. 


First, a weakening of the labour market provokes 
withdrawal from the recorded labour force of people, 
especially women and older men, who may not be enti- 
tled to unemployment benefit or who do not consider it 
worthwhile to register for new jobs. It similarly in- 
fluences the number of young people who are ready to 
enter the labour force for the first time. Secondly, weak- 
ening of the labour market leads to people who lose 
regular jobs finding casual or marginal employment, for 
example in agriculture, handicrafts or some service 
trades, or becoming “ self-employers” ; and the normal 
trend away from such activities into paid employment 


111 The figure relates to the period before devaluation. 


112 This clearly depends largely on the method by which unemploy- 
ment is recorded. 
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а. 3 3 fee 550 7.1 
Netherlands .... ЕСТ ВИ о Иан, 
Norway ¢ : 8.7 90 10.5 diol 26 
Sweden Grae. c  oaae а 3 78 
Switzerland ....... 10.2 9.1 ax 65 
United Kingdom... .. 7.8 7.5 64 3.4 


Sources : United Nations, National Accounts Questionnaires; United Nations, 
Yearbook of National Accounts Statistics, and same sources as used for Table 1. 


@ Change in unit labour costs equals change in wage and salary bill divided by 
change in GDP at constant prices. 


may be retarded. Thirdly, in countries employing con- 
siderable numbers of immigrants, a weakening of the 
labour market generally tends to result in less immigra- 
tion or more repatriation. The consequence is an in- 
crease in unemployment (perhaps more often concealed 
than recorded) in the countries of origin. This may be 
regarded as a way of “exporting unemployment”. All 
three of these effects can be reversed when the demand 
for labour increases. 


The significance of these different factors in the man- 
power balance may be illustrated from experience 
during recent years in western Germany and the United 
Kingdom. 


Western Germany (see Table 16) 


The striking and well-known feature of the west Ger- 
man picture is the unfavourable demographic develop- 
ment, combined with a certain downward trend in spe- 
cific activity rates. Had it not been for immigration of 
100,000-200,000 a year, the labour force would have been 
falling since 1961. In fact, until 1965, employment was 
rising at slightly varying rates, responding, with some 
lag, to varying rates of growth in output.44* The most 


48 Tt appears that activity rates for women have on the whole 
tended to rise but this has been offset by falling activity rates for the 
young (because of increasing school attendance) and old. To some 
extent, no doubt, the pressure on the labour market might have 
reversed the trend in activity rates in the absence of an external sup- 
ply of manpower. 


114 Tn 1962 output growth was already slowing down and the large 
increase in employment appears to have been a response to the much 
faster rise in output the year before. Similarly the large rise in em- 
ployment in 1965 was a response to the fast rise in output in 1964; 
in 1966 itself the output increase was already slowing down (for 
figures of output growth see Table 1 of this chapter). 


3.4 3.9 


$ GNP prices. 
с Data are calculated according to the gross-gross concept instead of SNA concept. 


significant employment figure is the number of wage- 
and salary-earners. It appears that the increases in their 
number were fed, on average in 1961-1965, more than 
half from immigration and the rest from the self-em- 
ployed ; but the variations in the rate at which employ- 
ment increased fell almost wholly on the rate of im- 
migration. (At certain periods, it may be suggested, the 


‘supply of foreign workers governed the rate at which 


employment could increase.) The variations in recorded 
unemployment were a very minor source of labour sup- 
ply (it should be remembered that the number unem- 
ployed in those years was on average only about 
150,000). 


The impact of recession in 1966 and 1967 reversed 
these changes. From mid-1966 to mid-1967, total em- 
ployment fell by about a million (nearly 4 per cent) in 
response to the levelling off in output which began at the 
end of 1965 and to the subsequent decline in output from 
mid-1966. But the accompanying rise in unemployment 
was only about one-third as 1агое.115 The rest of the fall 
in employment was reflected in a fall of about 700,000 
in the labour force, of which about 100,000 might be 
explained by the continued unfavourable demographic 
factor and the normal trend of activity rates. The bulk 
of the decline in the labour force took the form first of 
an additional net withdrawal of about 370,000 from the 
recorded available labour force within the country — 
which might be described as in part an increase in 
concealed unemployment — and of a reduction, of ap- 
proximately a quarter of a million, in the number of 
foreign workers, which might be described as “ exported 


115 The number of workers on short-time also rose from a negli- 
gible figure in most of 1966 to a peak of over 300,000 in early 1967, 
and subsequently declined. 
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, Sources : Wirtschaft und Statistik, Deutsches Institut fiir Wirtschaftsforschung, 
Wochenbericht; and secretariat estimates. 


@ January-September over the same period of the previous year. 
> Change from corresponding quarter of the previous year. 


unemployment ”. The total number of foreign workers, 
which had climbed to a peak of 1.3 million in mid-1966, 
fell to under a million by September 1967. 


: United Kingdom (Table 17) 


In contrast with western Germany, the age and sex 
composition resulted in some increase in the British 
labour supply — but an increase which diminished to 
about zero by 1967. Precise figures of the number of 
immigrants in the labour force are not known. But total 
net immigration reached its peak in 1962 (about 
200,000), declining subsequently with the introduction of 
controls over Commonwealth immigrants in that year. 
Probably by 1966, and almost certainly in 1967, there 
was a small outward balance of emigrants from Great 
Britain.4@ Although the influx of immigrant workers 


116 The net emigration from Great Britain in the year ending 
30 June 1967 is estimated at about 40,000, but the net loss to the 
labour force may have been less than this. 
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С Аз a result of the change in the school year, two crops ” of school leavers 
entered the labour market in 1967. Without the additional crop, estimated at 
120,000, this figure would be — 430,000. 


4 Rounded estimate. 


was largely a response to labour market conditions, the 
major reason for the reversal of the flow, unlike western 
Germany, was the introduction of controls on entry. 


Once again, the fluctuations in employment are re- 
flected only in part in recorded unemployment. Thus 
the two years ending in mid-1963 were a period of 
relatively weak industrial demand for labour. The in- 
crease in the British labour force and the net inflow of 
immigrants probably each contributed around half of 
the nearly 400,000 rise in the recorded labour force over 
the two years. Meanwhile unemployment rose by 
200,000 ; the increase might have been greater had it not 
been for a net withdrawal from the recorded labour 
force of perhaps another 200,000 people (measured by 
the difference between the recorded labour force and the 
hypothetical labour force had specific activity rates re- 
mained as in 1961). Moreover, there were considerable 
movements within employment: while employment in 
industry and construction fell by nearly 200,000, employ- 
ment in the services increased by as much as 450,000. 


TABLE 17 
The balance of manpower supply in the United Kingdom,* 1962 to 1967 
Thousands (June of each year) 


1966 


1963 1964 1965 


Changes from June of the previous year 


| ivilemployment?. ... М 101 6 125 111 —1 -346 
с Aa aa F 99 23 165 144 Ww. (— 
MF 199 31 289 255 154  —473 
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Я lly unemployed... . . - M 93 68 ——106 = = 179 
а Е 25 20 =38 —14 -9 34 
MF 118 88 144 —47 = 213 
. Civilian labour force ..... M 194 75 19 78 —26 — 167 
в Е 124 44 127 130 163 —93 
MF 317 119 145 208 т 
4. Total labour force... ... M 160 59 17 77 а. 1167 
Е 126 43 126 130 162 —93 
МЕ 286 102 143 207 НЕ  —29 
Determinants of 4: 
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4.2, Activity rates 


Sources : National statistics. 


Note. — The influence of demographic factors has been measured as follows: 
constant 1961 activity rates (sex and age specific for 5-year age groups) have been 
applied to the de facto population of each year. Thus line 4.1 represents changes 
in the labour force, including net migration, at constant activity rates. The item 4.2 
has been derived by difference between 4 and 4.1. Line 4.2 therefore represents 
cyclical influences on activity rates together with any normal trend in them. 


@ Excluding Northern Ireland. 


This increase in service trades—most marked for 
women — may be explained by several factors: many 
of these trades are relatively sheltered from the short- 
term swings in economic activity, they benefit from a 
long-term upward trend, and in times of weak labour 
demand in industry are able to replenish shortages, for 
which the inflow of immigrants was particularly helpful 
(e.g. for public transport). 


In 1964 and 1965, with the fast rise in output, the 
situation was partly reversed. Employment in industry 
rose by 300,000 in the two years ending mid-1965, and 
employment in services continued to rise (although not 
so much as in the two previous years and nearly all the 
increases consisted of women). To the total increase in 
employment of nearly 550,000, a fall in unemployment 
contributed less than 200,000 ; about 200,000 came from 


> It should be noted that an unusually large number of reclassifications of enter- 
prises was made in 1967. The changes during this year may not be fully com- 
parable with changes in previous years. 


с Excluding self-employed from the sectoral breakdown of total civil employment. 
In the official statistics it is assumed that the number remains constant. 


@ Small differences between the sum of changes for the three sectors and changes 
for total civil employment up to June 1964 are due to revisions made by the 
Ministry of Labour of the totals only. 


the continuing though reduced inflow of immigrants 
and the normal demographic increase; and the rest 
appears to have been met by a return to the labour force 
(mainly women) of those who had withdrawn from it in 
the previous years of weak demand. 


Although the rise in output levelled off in 1965-1966, 
the effects on the labour market were at first only 
moderate ; total employment continued to rise, although 
more slowly, the whole increase being in the service 
sector. Unemployment changed little. 

Much stronger, though delayed, effects of the reces- 
sion in economic activity appeared after mid-1966. In 
the year ending June 1967, total employment fell by 
475,000, or 2.0 per cent, the biggest reduction in any 
year since the war. In industry and construction, the 
reduction was nearly 400,000 or 3.3 per cent. As in 


western Germany, this was а larger fall, in relation to 
the change in production, than in previous recessions. 
(In previous periods of a stationary level of industrial 
production in Britain, the level of industrial employment 
Е sank by barely 1 рег cent.) 
__ More striking still, however, was the fall of 50,000, or 
0.5 per cent, in total employment outside industry, con- 
_ struction and agriculture in 1966-1967 — the first time 
_ since the war that employment in these sectors has been 
_ significantly reduced (although in earlier recessions there 
had been a year or two’s pause in the upward trend). 
The biggest reductions were in the distributive trades 
and private “miscellaneous services” (4 per cent in 
_ each); but employment in public administration and 
financial, professional and scientific services continued to 
increase and was stable in transport and communica- 
tions. 


This reversal of trend in the service trades may be 
associated with the operation of the Selective Employ- 
ment Tax, introduced in May 1966, and representing in 
effect a tax on employment in services and a subsidy to 
employment in manufacturing.1” The negative effects on 
employment in services could be expected to be the 
most significant in a period of recession and it should 
also be noted that the fall in industrial employment in 
1967 was much bigger than in previous recessions. The 
intention of the tax, in addition to a temporary defla- 
‘tionary effect, was to release manpower for an expan- 
sion of manufacturing output. The test of its positive 
efficacy will come when it becomes possible to relax the 
restraints on a stronger revival of production. 


The fall of 475,000 in employment was reflected only 
to a small extent in unemployment, which increased by 
200,000 in the year ending mid-1967— an unusually 
small proportionate effect.148 Demographic influences, 
combined with the reversal of the flow of migrants, 
should in themselves have resulted in a small decline in 
the total labour force. A larger effect of the fall in 
employment was on the net withdrawals from the re- 
corded labour force— probably amounting to about 
250,000. 


The impact of “ exported” unemployment on the labour- 
sending countries 


In the last decade, migration went a long way towards 
establishing a single western European labour market. 
Approximately the whole increase (about 5 million) in 
the labour force in the industrial countries of western 


117 The Selective Employment Tax was announced in May 1966 
and took effect in September i966. It is a flat rate tax on all employees 
(£1.25 a week per adult male employed, or about 5 per cent of 
average earnings). The tax was, however, refunded plus a premium 
to employers in manufacturing (the premium is about 12 per cent of 
average earnings), and refunded without a premium to employees in 
construction and the public services. In November 1967, at the time 
of devaluation, the premium on manufacturing employment was 
abolished, except in Development Areas (where manufacturing 
employers also receive, since September 1967, an additional subsidy, 
the Regional Employment Premium, of £1.50 per adult male). From 
September 1968, the rate of tax will be increased by 50 per cent. 

118 From earlier postwar experience, it appears that a fall/rise in 
employment has hitherto been associated with a rise/fall in unem- 
ployment of about half as much. (See National Institute Economic 
Review, November 1967, p. 13.) 


Europe (other than Italy), between 1956 and 1965, was 
derived from immigration. The total “ indigenous” la- 
bour force in these countries hardly changed. | 

As labour-sending countries played an important role 


‘in the growth of labour supply in the labour-receiving 


countries, and gained certain advantages themselves, it 
was to be expected that they would participate in the 
results of recession. Even when full parity of rights is 
established between nationals and immigrants, the im- 
migrants suffer from a certain discrimination. Since mi- 
grants tend to be concentrated in low-skilled jobs, which 
are more heavily hit by unemployment, the proportion 
losing their jobs is far higher than. among 
nationals.“° Thus a large part of the social cost of sup- 
porting unemployment can be transferred to the coun- 
tries of origin of immigrants. 


It is to be expected that the effect of the compulsory 
returns will be felt to a different degree according to the 
degree of industrialization of the emigration country. In 
Italy, the change in the migration flows has been small 
in relation to the total volume of employment. The 
position in Spain, Greece and Turkey is more serious : 
the reverse migration pattern has added substantially to 
surplus labour. 


The reverse migration pattern cannot fully be traced 
in the statistics of registered unemployment in the coun- 
tries of origin of the migrants.’?° The slackening in de- 
mand for labour in urban occupations provoked a slow- 
ing down in shifts from agriculture and presumably in 
the absorption of agricultural underemployment. This 
seems to be true of Spain. The situation in Greece and 
Turkey seems to be a little worse, because of the rela- 
tively small number of industrial job opportunities which 
the returned immigrants have become accustomed to 
seek. In the short run, a sudden wave of compulsory 
returns creates both quantitative and qualitative prob- 
lems: quantitative, because of the size and concentra- 
tion (in time and geographical area) of repatriations ; 
qualitative because migrants did not acquire abroad the 
kind of skill for which they could be usefully employed 
in their home country — whilst they easily got used to 
relatively high wages and fringe benefits. On the other 
side, emigration pressures are still strong in these coun- 
tries. The sudden reversal of the migratory balance was 
not contemplated in their economic plans, although it is 
hoped that economic growth will help gradually to re- 
duce the net outflow of emigrants, and some countries 
are indeed prepared to welcome the return of indus- 
trially experienced emigrants.'74 


119 For example, in western Germany the net outflow of foreign 
workers between the third quarter of 1966 and the third quarter of 
1967 was about one-third of the decrease in total employment, while 
foreign labour represents a mere 5 per cent of the total labour force. 
Moreover, the disappearance of foreign workers prevented con- 
centrations of unemployment in areas where the number of foreign 
workers was particularly large. 

120 Figures for registered unemployment have little significance in 
southern European countries, because they fail to reveal the great 
number of disguised unemployed. For example, it is estimated that 
the number of Spaniards working in Europe has fallen from 650,000- 
675,000 in 1965 to some 450,000 in 1967, the fall being mainly con- 
centrated in 1967. However, the number of registered unemployed 
in Spain has risen in 1967 by only 64,000, from 123,000 to 187,000. 


121 See the SuRveEY for 1965, Part 1, Chapter II, page 81. 
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One of the immediate repercussions of the drop in the 


number of workers abroad was a fall in workers’ remit- 
tances. Thus in Turkey, ‘transfers of currencies by work- 
ers abroad fell in 1967.by nearly $20 million (about 
17 per cent). ; | 
Revival of labour demand in the industrialized coun- 
tries will occur against a rather new background. Al- 
though shortages of labour will no doubt return, and 
although the pressures to emigrate from the southern 
countries are still strong,12? a repetition of the experi- 
ence of the last decade is very unlikely. On the part of 
the labour-receiving countries, there may be less disposi- 
tion to rely so heavily on filling the gaps from abroad ; it 
has been increasingly realized, for example, that the 
high costs of factory training and the high turnover rates 
render the employment of foreign workers relatively 
expensive.!* Moreover, the recent increases in produc- 


122 Up to 1975 the domestic working-age population in western 
Europe (southern countries excluded) will rise by something less than 
3 million (of which almost 2 million is accounted for by France). In 
southern Europe the rise will be almost 10 million (of which about 
6 million in Turkey alone). 

123 There is evidence of an increasing preference on the part of 
industrial firms in some countries for setting up branch factories in 
countries of more ample labour supply (e.g. by Swedish firms in 
Finland and Portugal). The import of goods in such cases may be 
preferable to the import of labour, for both the countries concerned. 


tivity in spite of recession, to which attention has been — 
called, may moderate the increase in labour demand — 
(especially for unskilled workers). On the part of the 
labour-sending countries, there will be a greater appre- 
ciation of the risks of emigration. Moreover, governments 
are less willing to encourage indiscriminate emigration ; 
they may, for example, seek to restrain emigration of 
employed urban or industrial workers while still pro- 
moting emigration from less developed rural areas— 
which may not be so profitable for employers in the 
receiving countries. But the real solution for the labour- 
sending countries (short of a change in the demographic 
balance) can lie only in their own development. 

There may now be opportunities for promoting a 
change in attitudes towards migration among both 
groups of countries. The former attitude was, very often, 
that migration can conveniently — and if necessary only 
temporarily — fill gaps in the manpower balance. Re- 
ceiving countries may now, however, be prepared to 
declare for how many foreign workers they are ready to 
take full responsibility, for better or for worse, with 
some parity of status in relation to nationals; labour- 
sending countries may similarly be prepared to frame 
their own employment plans in the light of realistic 
possibilities for emigration. concerted with the receiving 
countries. 


3. SOUTHERN EUROPE 


A general assessment 


Except in Portugal and Cyprus, the rate of growth of 
GNP in the southern European countries suffered, in 
1967, an important decline. In Greece and Spain the rate 
of growth of real output fell from 7 and 8 per cent in 
1966 to about 5 and 4 per cent respectively in 1967, 
while in Turkey real GNP increased in 1967 by 6 per 
cent after expanding by 10 per cent in 1966. In Por- 
tugal, the growth of output in 1967 was over 5 per cent 
as against an increase of only 3 per cent in 1966 
(Table 18). 


The slower growth of total demand has been generally 
associated with a shift towards consumption and a con- 
comitant loss in the relative momentum of investment 
which in some cases has even declined. External de- 
mand continued in 1967 to play a stimulating if minor 
role in the growth of real output in most southern 
European countries but, as might be expected, its dyna- 
mism has diminished considerably because of the general 
slow-down in world trade and industrial activity. 


On the output side, 1967 was characterized by a sharp 
deceleration in the output of construction and (with the 
exception of Turkey) of industrial production. At the 
same time the service sector — which in these countries 
accounts for nearly 50 per cent of GNP — underwent a 
noticeable deceleration. A good agricultural year helped 
to offset the slow growth in other sectors in Greece. 


Apart from the general weakening of investment, 
noted above, the evolution of demand in the southern 


European countries was more disparate. In Greece the 
main stimuli to total output were total consumption and 
exports, but, except for the relatively minor segment of 
public consumption, all elements of internal demand 
increased less than in 1966. This is particularly so for 
private investment which was adversely. affected by 
fluctuations in construction activity, while the growth of 
public investment seems to have accelerated only mar- 
ginally. 

In Portugal, public investment declined in 1967 for the 
second consecutive year and private fixed investment 
suffered a severe contraction, but both public and pri- 
vate consumption were more dynamic than in 1966 and 
contributed, together with sustained foreign demand, to 
the modest acceleration in the growth of real output. 


In Spain, all sectors of final demand with the probable 
exception of public investment seem to have expanded 
less rapidly than in 1966. Both private and public con- 
sumption continued increasing more slowly than in 1966, 
but the growth of private consumption seems to have 
abated considerably during the second half of the year. 
Total fixed investment has probably experienced a de- 
cline since it seems improbable that the growth of public 
investment could fully counterbalance the fall in the 
private sector. 


All sectors of final demand in Turkey experienced a 
deceleration from the extremely high rates in the pre- 
vious year. The slowing down was all the more notice- 
able in-investment demand since its rate of expansion in 
1966 had been extremely high. The increases of total 
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consumption and investment converged in 1967 towards 
the same rate (7 per cent) but the most dynamic element 
in total demand shifted from public investment in 1966 
to private investment in 1967. 


Except in Spain, the overall balance of the economy 
in the southern European countries has generally im- 
proved. In Greece the improvement was reflected in a 
slight decline in the current external deficit and in a very 
noticeable retardation in the rate of increase of con- 


sumer prices. The lower pressure of demand in Turkey 
was also reflected in a marginal improvement of the 
current balance and in a somewhat lower rate of in- 
crease in consumer prices. In Portugal, the rising burden 
of defence expenditure — financed by rapidly growing 
indirect taxes and public borrowing— continues to 
exert pressure on the economy. 


Supply rigidities, both in industry and agriculture, had 
also played an important role in the inflationary pres- 


sures on the Spanish economy for some years, but the 


influence of an excessive and rapidly shifting demand 
has recently aggravated these pressures. The rapid 
growth of t : 
spending during 1967, and the weak execution and early 
discontinuation of the disinflationary policies enacted in 
1966, set off a new deterioration of the internal and 
external equilibrium ; this was reflected in a new and 
substantial deficit of the current balance and in a re- 
newal of price increases. Economic policy remained for 
some time unresponsive to the new signs of renewed 
inflationary imbalance, but a new policy emerged at the 
end of November ; in the wake of the sterling devalua- 
tion, the peseta was also devalued by the same amount 
and a number of strong disinflationary measures were 
adopted. 


Agriculture 


Changes in agricultural production in 1967 varied 
greatly as between countries. Thus, farm output in 
Greece rose faster than gross national output, but stag- 
nated in Turkey, where it had increased by more than 
11 per cent in 1966. The modest growth in Spain should 
also be viewed against the background of the fast ex- 
pansion in the previous year, while a similar increase in 
Portugal offset only part of the decline registered in 
1966. In Greece, the increase in agricultural output re- 
sulted mainly from the good olive and tobacco crops. 
The only important crop to decrease was wheat. The 
modest increase in agricultural output in Portugal re- 
sulted from increased production of cereals, particularly 
wheat which recovered from the extremely poor harvest 
in 1966; the olive crop also experienced an important 
recovery while wine and cork production declined. In 
Spain, the increase was due mainly to the extremely 
good cereal harvest and a rise of nearly 17 per cent in 
livestock output, while most other crops were inferior to 
those obtained in 1966. The maintenance of the previous 
year’s high level of output in Turkey was due to in- 
creases of some 14 per cent in the cereal crop and 
13 per cent in the tobacco harvest, while other crops 
experienced a less favourable evolution and olive oil 
production was only half that of 1966. 


As pointed out in previous ЗОВУЕУЗ, the problems of 
market balance in the agricultural sector have in general 
worsened during recent years in the southerr European 
countries. 

Some progress was made in Greece in 1967 towards 
the reform of the crop structure. As a result of the 
decrease in the price support of wheat there was an 
important decline in the area sown in 1967 which (unlike 
1966) was not Шу offset by increased yields. Never- 
theless a new system has been introduced for the 1967- 
1968 crop which involves a single intervention price for 
wheat and income support measures instead of the pre- 
sent system of subsidies.124 


In Spain, the narrowing of the price differentials be- 
tween wheat and coarse grains has so far given only 
partial results. There was an increase in the area sown 


124 This type of system can be used more discriminately to favour 
farmers really needing support. 


public, and to a lesser extent of private, 


“under coarse grains in 1967 but no decline in the area 
sown under wheat, and wheat and wine surpluses have 
continued growing, forcing some exports below cost in 
order to alleviate the strained storage situation. 
Stimulated by the modest results obtained in 1967, the 
Spanish authorities decided in June 1967 to narrow 
even more for 1968 the price differential between wheat 
and coarse grains. Moreover, the sowing of wheat by 
state-protected co-operatives has been restricted and 
the planting of vines in certain specified areas has been 
banned. These policies have already yielded some re- 
sults, the area sown under wheat for 1968 declined by 
9 per cent, while the area under coarse grains increased 
by 15 per cent. A jaw creating an inter-ministerial body 
co-ordinating agricultural trade and price policies 
(FORPA), was introduced in early 1968. 

In Portugal, where the adoption of mechanized 
methods of production has been particularly slow, mea- 
sures have been taken to stimulate their и5е.126 The 
contents of the protracted Turkish land reform bill (to 
be presented to Parliament in the course of 1968) have 
been published. The reform bill deals essentially with the 
technical aspects of farming, but also contains measures 
to facilitate the consolidation of small holdings and puts 
a ban on excessive land fragmentation by inheritance. 


Industry 


Except in Turkey, where preliminary estimates show 
an acceleration of industrial output, all other (major) 
southern European countries suffered in 1967 a consid- 
erable slowing down in the expansion of the secondary 
sector ; it was particularly sharp in Greece and Spain 
and somewhat less so in Portugal. 


In Greece, two factors adversely affected the overall 
activity in industry: the recorded decline in output of 
the tobacco industry which carries a relatively heavy 
weight in the total, and the slow-down or decline in 
construction materials. In 1967 construction activity was 
very close to stagnation, mainly as a result of the restric- 
tive measures introduced in 1966 which, however, were 
reversed in July 1967. 


The slow-down in Spain — which started in the last 
quarter of 1966 —originated in the capital goods 
industries, spreading later to consumer durable 
branches."*? As a result industrial employment increased 
in 1967 by only 70,000 (114 per cent) against 180,000 in 
1966. But the number of man-hours worked was hardly 
greater than in 1966. Output per man-hour increased by 
3% per cent but costs per man-hour continued, as in 
1966, to rise rapidly (by 12 per cent). This increase was: 
not reflected in final prices (industrial prices increased 


125 Total stored wheat in Spain is around 30 million}quintals. Silo 
capacity increased in 1967 by no less than 623 thousand quintals 
(ABC, 1 February 1968) but even with this increase, capacity 
was insufficient. 

Bas The first of these measures aims at extending the know-how 
spreading action of the Centres of Mechanic Cultivation, the second 
grants special credits and subsidies of up to 20 per cent on the 
purchase of agricultural machinery. 


_ 17 Gross value added in the secondary sector in Spain increased 
in 1967 Бу 4 per cent. Construction expanded by 5 per cent, public 


utilities by 2 per cent, extractive industries not at all and manufactur- 
ing by 4 per cent. 


by 2.7 рег cent) and the trend towards а reduction in 
industrial profits probably contributed to the decline in 
_ industrial investment (of 4.7 per cent).128 _ ; 
J _ Provisional estimates for 1967 put the growth of in- 
_ dustrial output in Portugal in 1967 at nearly 5 per cent, 
against an increase of 714 per cent in 1967.12° The 
_ expansion was chiefly due to the steady growth of the 
_ output of public utilities and construction, helped by the 
mild recovery of the minor extractive sector. The esti- 
mates for manufacturing (plus 4-5 per cent) assume an 
important recovery in the second half of the уеаг.130 
— № Turkey, the minor acceleration of industrial output 
(excluding construction) appears to stem from a very 
different pattern of change from that in the previous 
_ year. It appears that the relatively faster rate of growth 
in the output of certain consumer goods more than offset 
a slowing down in capital goods and minerals. This 
reflects the considerably more marked slowing down of 
both public and private investment than of consumption. 
The slow-down in cement output reflects the very mild 
deceleration of construction activity. 


Investnient 


Signs of a weakening of investment activity, particu- 
larly industrial investment, had already appeared in 1966 
in all the southern European countries except Turkey. 
In 1967 this tendency included Turkey, and in general the 
trend has gained momentum. Total fixed investment fell 
in 1967 in Portugal and its rate of growth slowed down 
considerably both in Turkey and Greece. The available 
indicators point to a decline of investment in Spain. 


As expected at the beginning of 1967, private invest- 
ment in Greece appears to have levelled out at the 1966 
]еуе].131 Investment in dwellings, in machinery and trans- 
port equipment have all increased only marginally. Total 
investment has been stimulated by the maintenance of 
fast growth in public investment and also by foreign 
enterprise investment which in recent years has strongly 
influenced the fluctuations of industrial investment in 
Greece. 


In Portugal, private and, more particularly, public 
investment seem to have declined rather severely in 
1967. This decline is due in part ю-а lower rate of 
housebuilding and even more to other building work, 
while investment in transport equipment increased and 
investment in machirery remained virtually stagnant. 


Total real investment in Spain probably fell in 1967 ; 
it seems unlikely that the rapid increase in public invest- 
ment fully offset the decline in the private sector. The 
overall decline was mainly due to a decrease of 5 per 
cent in industrial investment and in a considerable fall in 
the rate of subsidized house-building. Imports of capital 


128 4BC, 31 January 1968; Balance, 1 February 1967. 

129 OECD Questionnaire. 

180 Partially warranted by the more sanguine entrepreneurial 
expectations shown in the last (September) A.I.P. business test. 

131 Private estimates by the Commercial Bank of Greece give a 
growth of total investment of 2.7 per cent, public investment expand- 
ing by 13.4 per cent and private declining by 0.9 per cent (at con- 
stant 1958 prices). Commercial Bank of Greece, Notes on Foreign 
Trade, Vol. VII, No. 2, February 1968. 


goods remained near the 1966 level (as higher imports of 
aircraft were offset by lower purchases of industrial 
capital goods). The considerable increase in capital is- 
sues during 1967 can be explained by the lower profits 


_and the strained liquidity position of many firms (obliged 


to sustain a growing stock of finished goods). 

In Turkey, public fixed investment (at constant prices) 
rose in 1967 by a mere 5 per cent compared with 
nearly 22 per cent in 1966 and 19 per cent provided for 
in the Annual Programme. Private fixed investment also 
decelerated rapidly : from an increase of 17.5 per cent in 
1966 to 9 per cent in 1967. The slowing down appears to 
have been more marked in construction than in ma- 
chinery and equipment. 


Prices and wages 


In Greece and Turkey, but not in Spain or Portugal, 
there was a tendency for prices to increase in 1967 more 
slowly than in 1966. The relatively slow rise in consumer 
prices in Greece in 1967 was due mainly to the improve- 
ment in food supplies but also to the lower increase in 
overall demand. Average money wages paid in industry 
grew during the first eight months of 1967 by the same 
amount (7 per cent) as in the corresponding period of 
the previous year; the minimum daily pay rate was 
increased, in two stages, by 20 per cent for men and 
25 per cent for women. 


Inflationary pressure was still evident in Portugal in 
1967, although to a smaller extent than in recent years. 
The consumer price index (Lisbon) increased somewhat 
more rapidly than in the previous year in spite of im- 
proved food supplies. Agricultural money wages (men) 
in October 1967 were some 8 per cent higher than 
twelve months before and wages in industry and trans- 
port (Lisbon) were during the first half of 1967 about 
10 per cent above those for the first half of 1966. In 
recent years agricultural wages have tended to increase 
somewhat faster than industrial wages, although the 
differential still remains substantial ; the reversal in 1967 
might be explained by the limits imposed on the emigra- 
tion of agricultural workers by the Emigration Council 
in June 1967. 

In Spain, the cost-of-living index increased (during 
January-October) faster than in the previous year 
mostly because of rent and food. Among the post-de- 
valuation austerity measures (25 November 1967) a 
price and wage freeze was decreed; up to then wages 
had continued to grow faster than consumer prices (the 
general index of payments per hour worked for the third 
quarter of 1967 was 16.5 per cent above that a year 
before). Weekly earnings, however, increased less, for in 
many branches of production average hours worked 
declined. The growing unemployment (estimated at 
250,000) and the lower foreign demand for labour 
have also been reflected in the index of agricultural 
wages, which increased in 1967 (by 7.8 per cent) less 
than in previous years. The minimum wage was in- 
creased in September by 14.3 per cent. 

Prices continued to increase relatively fast in Turkey. 
The Ankara cost-of-living index increased in 1967 by 
6.9 per cent against 4.0 per cent in 1966. 
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The external sector (Table 19) 

The foreign accounts of the southern European coun- 
tries presented in 1967 several common features clearly 
associated with the lower pace of domestic demand and 
output expansion. The most outstanding has been the 
improvement in their trade balances resulting mostly 
from a decline or slower growth of imports combined 
with a rather well sustained growth of exports. This 
improvement has in most cases been reflected (in spite 
of a widespread adverse trend in invisible earnings) 18? in 
a decline in the current deficit while the changes in the 
capital account remained relatively small except for 
Portugal. 


Greek imports in 1967 declined by 4 per cent (Jan- 
uary-September 1966-1967) compared with an increase 
of 8 per cent in 1966. Food imports stagnated due to the 
good harvest and there was a general decline in all other 
major categories. Exports continued to increase rapidly 
but at a slower pace than in 1966. The encouraging 
growth of manufactured exports in relation to other 
goods, noticeable since 1964, was particularly marked in 
1967 : manufactures accounted for more than one-third 
of the total increment in exports. Net earnings from 
tourism declined, emigrants’ remittances remained 
almost unchanged and net shipping earnings increased. 
The invisible balance deteriorated, but not enough to 
offset the improvement in the merchandise balance. The 
reduced deficit on current accouht was more than com- 
pensated by a reduced inflow of capital, so that the 
overall balance worsened. 


In Portugal, the first three quarters of 1967 saw an 
increase in exports of 7 per cent and an increase in 
imports of 4 per cent (current values). The increase in 
exports was mainly attributable to textiles and clothing 
(to other EFTA countries) and tomato juice, etc., while 
such traditional items as wines and fish preserves de- 
clined. The increase in imports was due to higher food, 
liquid fuels, unwrought iron and to important aircraft 
purchases. Balance-of-payments data are available for 
the escudo area as a whole only for: the first half of 
1967; these show an overall surplus of $27 million 
which contrasts strongly with the overall deficit for the 
first half of 1966. It seems clear that a large share of the 
improvement is due to Metropolitan Portugal, particu- 
larly in invisibles and capital inflows, while the trade 
deficit of Metropolitan Portugal declined slightly on ac- 
count of an improvement in its trade flows with the 
Overseas provirices. The surplus of Metropolitan Por- 
tugal on invisibles increased mainly because of higher 
tourist receipts. The normal seasonal improvement in the 
overall balance of payments of Metropolitan Portugal is 
expected to be reinforced during the second half of 1967 
by substantial capital repatriations, following an am- 
nesty for illegal exports of capital. 


For Spain, trade returns for 1967 show a decline in 
imports of 3 per cent and an increase in exports of 


+4 Due to falling tourist receipts for most of the countries, a 
decline in emigrants’ remittances for Turkey and possibly for some 
of the other countries, and a longer-term trend towards rising pay- 
ments for royalties and investment income. 


nearly 10 per cent (in value). The decline in imports 


was the result of lower food, raw materials and inter- 
mediate products: there were particularly important 
declines in steel, mineral metals, cotton and rubber. Fuel 
and manufactured consumer-goods imports continued to 
increase, while imports of capital goods remained 
stable. i , : : 

The growth of Spanish exports in 1967 was greatly 
Ee by sales of surplus agricultural goods and 
aluminium and steel ingots. Exports of manufactured 
goods, which had increased spectacularly in recent years, 
levelled off mainly because enhanced sales of machinery 
(textile) and consumer manufactures (books, shoes, 
motor-cycles, etc.) were offset by the fall in exports of 
transport equipment (ships and_ lorries). Preliminary 
balance-of-payments data for Spain ** estimate the 
overall deficit for 1967 at $125 million (against $182 
million in 1966), the improvement being attributable to 
the decline in the trade deficit. All other major items 
(both current and capital) of the Spanish balance of 
payments showed an adverse trend in 1967. 


In Turkey, the low level of currency reserves and the 
slow-down of economic expansion resulted in a decrease 
in imports. Substantial declines took place in iron and 
steel products and in transportation equipment, which 
partly reflect substitution of imports by increased local 
production. Turkish exports increased (January-Sep- 
tember 1966-1967) by only 3 per cent. Unlike other 
major southern European countries the increase was 
accounted for by traditional agricultural products (hazel- 
nuts, tobacco, cotton) ; manufactured goods continue to 


account for a negligible share of total exports. Payments 


data for the first ten months of the, year show that the 
overall external balance of the Turkish economy ex- 
perienced only minor, but favourable, changes. The cur- 
rent deficit diminished because the improvement in the 
trade balance was offset only in part by a worsening of 
the invisible account (decline in emigrant remittances 
and a considerable increase in royalties and profit trans- 
fers). The inflow of capital increased slightly, higher 
consortium credits more than offsetting a decline in the 
private capital inflow. Total reserves declined slightly 
during 1967 and remain at a low level. 


Policies and prospects 


Problems of long-run development have normally re- 
ceived greater emphasis in policy than short-term fluc- 
tuations. This is natural since fluctuations in economic 
activity in these countries — where the industrial sector 
is still relatively small — cannot easily be treated by the 
traditional instruments used in industrial countries. 
Moreover, there are considerable differences in the 
short-term problems facing southern European countries 
at the end of 1967. 


In Greece, 1967 seems to have been a period of 


adjustment and the policy of the Government has been 
mainly directed toward providing the necessary stimulus 


133 Payments data for the first three quarters (on а payments basis) 
show a parallel decline in imports and increase in exports of 6.6 per 
cent. 


1% Press release of 13 January 1968. 
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to investment. In Turkey, policies in 1967 focused 
mainly on structural problems. The main preoccupation 
in Portugal continued to be the reconciliation of a high 
level of military expenditure with the problems of find- 
ing the necessary resources to finance investment. In 
Spain, short-run factors aggravated the internal and ex- 
ternal imbalances in 1967 and the Government decided 
at the end of the year to initiate a new policy directed at 
correcting the growing disequilibria of recent years. 

The weakening of productive investment in Greece 
during 1966 and 1967 is associated with the longer-run 
problem of channelling domestic saving into productive 
investment. That is the background for the many incen- 
tives introduced by the Government in October 
1967.55 Prospects for the Greek economy in 1968 appear 
favourable ; it seems likely that investment will respond 
to the new stimuli and that total demand, supported by 
rising real incomes, will grow more rapidly than in 
1967. 

The Greek budget for 1968 is moderately expan- 
sionist, total receipts increasing by 12 per cent and total 
expenditure by over 13 per cent. A substantial part of 
the investment expenditure (15 per cent) is to be cov- 
ered by the surplus on the ordinary budget (against 
4.5 per cent in 1967). However, the total budget deficit 
will increase. Internal borrowing will remain at about 
the same level so that external financing needs are to 
grow considerably. 


Economic policies in Portugal in 1967 have laid em- 
phasis on the problem of achieving a higher supply 
elasticity in agriculture (see section on agriculture above) 
and in reshaping the institutional arrangements for exe- 
cuting the aims of the third development plan introduced 
in December 1967.136 Prospects for expansion in Portugal 
in 1968 seem, on the most recent information, somewhat 
more favourable than in 1967; the agricultural outlook 
is good and there are indications of a mild revival in 
industry. It is thus possible that in 1968 the medium- 
term plan target of GNP growth of 7 per cent might be 
approached, if not fulfilled. The main danger still arises 
from a possible aggravation of inflationary pressures, 
which have abated but not disappeared in 1967, and 
might receive a new fillip from the important increase 
(nearly 20 per cent) in indirect taxation. As usual, the 
budget for 1968 plans an important excess of ordinary 
receipts on ordinary expenditure which goes to finance 
part of the extraordinary expenditure. Total expendi- 
ture is planned to rise moderately (by 10.5 per cent) and 
extraordinary expenditure will increase more rapidly 
than the total. The greater part of extraordinary expen- 
diture (64.7 per cent) is still taken by military outlays, 
but in 1968 nearly three-quarters of the increment in 


135 Incentives applying to both Greek and foreign entrepreneurs 
include subsidies on interest charges, increased depreciation rates, 
tax waivers on invested profits in certain industrial branches (up to 
1973), etc. A law regulating the revaluation of company assets was 
also enacted in October 1967. 


hy Among the changes carried out in 1967 are the reshaping of 
certain aspects of the banking system including the creation of a 
ch Centre for Risks ” (on French lines), perfecting the export credit 
and insurance mechanism, and giving wider power to the Minister 
of ee on interest rate policy, A National Research Centre was 
created, 


extraordinary expenditure is accounted for by greater — 
investment oie the third development plan. Total bor- 
rowing will cover over 17 per cent of total expenditure 
but the share of foreign financing is expected to increase 
substantially while internal borrowing declines. 

Turkish economic policies during 1967 have centred 
chiefly on longer-run development problems within the 
framework of the Development Plan. The 1968 pro- 
gramme includes details of provisions of the “ Special 
Powers — Plan Implementation — Law ” (voted in July 
1967) which gives the Government new powers to ensure 
the most rapid possible execution of the new plan.*7 
The 1968 programme — within the Plan — foresees ап 
increase of GNP of 7 per cent over 1967. The main 
problems facing the Turkish economy in 1968 are 
first to obtain the necessary external finance to supple- 
ment the still inadequate foreign earnings, and second to 
hold down the growth of private consumption to the 
planned 4.9 per cent rate. The $314 million Con- 
sortium Aid requested for 1968 might need to be sup- 
plemented by $30 million short-term credits, and the 
1968 programme for imports has already been reduced 
by $65 million from the programmed figure of $835 
million.?38 


In Spain, 1967 has been characterized by increasing 
inflationary pressures combined with a loss of momen- 
tum in many productive sectors (particularly those de- 
pendent upon investment). The stagnation of productive 
investment was partly the result of a reduction in profit 
margins ; this was brought about by rapidly rising lab- 
our cost per unit of output 139 not fully offset by higher 
industrial prices. The inflationary pressures were mostly 
the consequence of excessive total demand (particularly 
public demand) which gradually shifted, during the 
1964-1967 period, from investment towards consump- 
tion. The economic policies followed, or announced, in 
1966 and until November 1967 reflect the difficulty of 
arriving at a coherent and selective strategy reconciling 
restraint of total demand with stimulation of investment 
and output in certain branches.1#° 


Facing a loss of foreign currency reserves for the third 
consecutive year and believing that the sustained internal 
price increases had jeopardized the external competitive 
position of the Spanish economy 11 (particularly in the 
tourist industry). the Spanish Government decided on 


187 The law provides for the establishment of “ Development 
Funds” in national or foreign money transferable to strategic 
economic sectors by direct grants, considerably increases fiscal 
incentives to promote regional development and exports, contains a 
scheme for the setting up of industrial and tourist estates, enforces 
some quality control on exports and generally streamlines the 
administrative machinery. 

188 Tiirkiye Iktisat Gazetesi, 15 February 1968. 


239 Gross value added in industry (at constant 1963 prices) in- 
creased during the period 1963-1966 by 21.4 per cent, wage income by 


44.2 per cent and profits before tax declined by 1.3 
1 February 1968), у иене 


140 Thus in the second half of 1966 measures were announced to 
reduce the growth of total demand, moderate consumption and 
stimulate saving, which were either ineffective or not fully executed. 

41 During the 1960-1967 period the cost-of-living index increased 
by nearly 60 per cent, the wholesale price index by 31 per cent and 
labour costs per unit of output in industry by 48 per cent. 
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19 November 1967 to devalue the currency by the same 
amount as sterling 122 (i.e. by 14.3 per cent) and to intro- 
duce a stabilization policy. Apart from the motive of 

correcting the foreign imbalance, it is likely that the 
expected import substitution effects may have also 

_ played a role in the Spanish decision to devalue.1#3 | 

__ The main reason for the growing current deficit has 

_ been the import side of the trade balance ; total imports 

_ grew nearly five times in value between 1960 and 1966 

_ (against a rise in exports of 90 per cent), food imports 

_ grew fivefold and manufactured imports nearly seven- 

~ fold. A more active policy directed towards adjusting 

_ output to meet changes in the pattern of demand might 

_ have moderated the growth of food imports. The steep 

- rise in imports of manufactured goods was associated 

_— with liberalization policies (initiated in 1959), with the fast 
growth of investment and with rapidly rising costs per 
unit of domestic output. However, in spite of the latter, 

_ Spanish exports of manufactured goods increased in 
value by 161 per cent during the period. The tendency in 
1967 was less favourable but was strongly influenced by 
short-run factors. Similarly the fact that gross tourist 
receipts declined in 1967 could be accounted for to a 
great extent by temporary external factors. 


Prospects for 1968 in the Spanish economy are over- 
shadowed by the effect of the devaluation and by the 


142 The direct effects of the devaluation of sterling could have been 
only a small reason for the peseta devaluation since only about one- 
tenth both of trade and of tourist flows to Spain are accounted for 
by Britain. 

143 The possibility of reaching a commercial agreement with the 


European Economic Community is also another likely reason for the 
devaluation. 


4. MEDIUM-TERM PLANS 


Introduction 


Eight governments in northern and western Europe 
and the governments of the four larger countries in 
southern Europe have established general economic 
plans or programmes, elaborated in some detail and 
intended as guides for action by public authorities and 
private enterprises over periods of four to seven years. 
The nature of these plans varies from country to coun- 
try. They are all described here for brevity as “ plans”, 
although none of them has a mandatory character, and 
the extent tc which they can be taken as firm expres- 
sions of government policy varies, as will be seen, from 
country to country. 


This review concentrates mainly on the quantitative 
content of the plans and so far as possible on a compara- 
tive analysis of the statistical projections for major ag- 
gregates such as output, employment, investment, con- 
sumption, public expenditure and financing and foreign 
trade ; the projections are also compared with develop- 
ments in the recent past. The methods used to carry out 
the plans by official action are touched upon only lightly 
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stabilization measures introduced subsequently.14 There 
is little doubt that in the short run the new policies will 
result in a decline in private consumption during 1968, 
but the public sector will probably continue to be an 
expansionist force (although more moderately); and if 

_ the investment incentives operate rapidly 145 total output 
could still expand (unlike 1960), although perhaps at a 
lower rate than that foreseen in the Second Development 
Plan (6 per cent), A rapid reduction of the current 
account deficit seems likely for 1968. 


In a longer-run perspective, the most fundamental 
question about the present devaluation and austerity 
policies is whether the present opportunity for intro- 
ducing deeper structural reforms (in the fiscal, agricul- 
tural and industrial fields) will be fully used ; there is 
still the risk that the next lustrum, like the last, will see 
growth, but distorted by inflation, while changes in the 
“ quality ” of the economy remain limited. 


144 These include: a freeze on rents, salaries and prices (with the 
reintroduction of direct price controls); a special transitory tax on 
distributed profits above a certain level; checks on consumption 
through changes in HP regulations and luxury tax rates; a general 
increase in interest rates; export levies and tariff waivers for essential 
imports (to avoid price increases); suppression of a considerable 
number of administrative bodies; and the downward revision of the 
budget for 1968 which still, however, provides an increase in total 
expenditure of some 11.5 per cent. 


145 Apart from the stimuli to enterprise concentration granted by 
law (in July 1967) several important measures were introduced after 
the devaluation referring mainly to much more generous rules about 
accelerated depreciation allowances (1 January 1968) and the author- 
ization to carry over for five years in enterprise loss accounts the 
losses due to loans or credits in foreign money which have increased 
as a result of the devaluation. Lately a law has been enacted to 
discourage land speculation which might have some effect in chan- 
nelling saving towards productive sectors. 


IN THE MARKET ECONOMIES 


and almost nothing is said of the organization involved, 
and techniques used, in drawing up the plans.**6 


The analysis of the statistical content of the plans is, 
however, preceded by a general discussion of some 
aspects of medium-term planning as an instrument of 
economic policy in market economies; one of the ques- 
tions treated is the problem of determining how far 
governments are, or can be, committed to the targets 
and policies established in plans. The current plans are 
also considered in the light of the disappointing course 
of economic events in the last two or three years and the 
prospects for 1968. The plans retain their interest, 
although some of them have explicitly or implicitly been 
abandoned as quantitative projections. 


146 An account and assessment of the organization and techniques 
of planning, covering all types of European economies, was published 
by the secretariat in Economic Planning in Europe (United Nations, 
Geneva 1965). An account of some more recent developments can 
be found in Macro-economic models for planning and policy-making 
(United Nations, Geneva 1968) containing the papers for a meeting 
of official economic advisers organized by the ECE, and summarizing 
the discussion. 
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Nore.— The first date given (e.g. 1966) is the year in which the 
plan may be regarded as coming iato operation. For 
calculating the growth rates, etc. implied by the Plan, the 
year before this is taken as the base-date. A full list of the 
planning reports used is given at the end of this section. 
Normally, the plans give projections for the terminal year; 
in a few countries, averages over the plan period are given 
for certain elements and, in fewer cases still, figures are 
provided for each year of the plan period. In some of the 
tables, the secretariat has estimated averages for the plan 
period (by interpolation where necessary). 


No official medium-term projections are at present 
available in any detail for western Germany; but be- 
cause of the importance of western Germany for any 
comparative economic analysis, some of the major eco- 
nomic projections incorporated in the “medium-term 
economic policy programme ”,!47 drawn up by the Com- 
mission of the European Economic Community, are 
reported here for reference. 


(i) Aspects of medium-term planning 


Medium-term planning in western Europe began with 
the preparation of reconstruction or development plans 
in the early postwar period. In the 1950s, emphasis 
tended to shift to short-term plans or forecasts for a year 
or so ahead but the 1960s have seen a renewed interest 
in medium-term planning accompanied by increasing 
attention to regional plans and problems and also by the 
appearance of long-term “ perspective” programmes 
(for 15 years or more) for some sectors of the economy. 
Only France, Norway and Sweden have prepared a 
continuous series of medium-term plans or projections 
over a relatively long period of time. 


Acceptance of medium-term planning in market eco- 
nomies reflects mainly the growing importance of the 
public sector and recognition of the fact that the pursuit 
of major economic and social objectives requires that the 
time horizon be extended beyond the budget year. A 
global view of the likely resources and requirements of 
the economy for some years ahead is needed for deter- 


147 “ Projet de programme de politique économique 4 moyen 
terme, 1966-70 ”, presented by the European Economic Commission 
to the Council, 1966. 


1966-1970 © 


‘sector which affect the economic 


Yet it remains true that decision-making is de 


ized, and is necessarily determined not only by 


projections established by the government or by the 
incentives and influences exercised by the are 
but also by actual events at home and abroad, and 


the decision-makers’ own views of future developments 
which may differ from that of the government. Medium- 
term plans in market economies are, therefore, charac- 


terized by a mixture of targets with forecasts derived 


from assumptions about the future external environ- 
ment as well as from relationships between economic 
variables. Moreover, targets and forecasts are inter- 
related, and they present together a coherent picture of 
the economy for the plan period. 

Targets represent the translation of government objec- 
tives into quantitative terms. They may be divided into 
general targets (e.g. rate of growth of GNP, the balance 
of payments) and specific targets (e.g. amount of educa- 
tional services, number of dwellings). The general targets 
include important elements of forecast. However, bar- 
ring significant departures from expected developments 
abroad, and so Jong as the plans do not include very 
marked changes from previous trends, it may be as- 
sumed that, in industrialized countries, governments 
should be in a position to hit these targets within reason- 
able limits by means of general fiscal and financial policy 
instruments. Specific targets, on the other hand, relate to 
activities which the central authorities consider espe- 
cially important and over which the government exer- 
cises a significant influence. The latter means in turn 
that the government itself organizes the activity in ques- 
tion or that specific or selective policy instruments can be 
used to influence it. 


One reason for the development of medium-term plan- 
ning has been the desire to establish public expenditure 
programmes extending several years ahead, especially 
where extensive capital expenditure is required. The 
wish to avoid disturbing fluctuations in public expendi- 
ture conflicts with the earlier concept of using it as an 
instrument for correcting cyclical fluctuations in private 
demand. Experience has shown that variations in public 
expenditure are not only inconvenient but are also 
difficult to bring about quickly (although the extent of 
flexibility is found to vary a great deal from country to 
country).“#° The total of public expenditure may be re- 
garded as a “ general target”, conditional upon circum- 
stances, and variable within practicable limits. The aim 
is to protect at least some of the specific targets so far as 
possible against unwarranted deviations from an agreed 
programme. Even then, the specific targets of a public 
expenditure programme must also be regarded as incor- 
porating an element of conditional forecasts —to such 
an extent that several published plans have refrained 
from providing more than very broad aggregates. 


res The inflexibility applies chiefly to expenditure on goods and 
services, perhaps less so to social benefits (at least if an increase is in 
question). 


Ц In most countries, agriculture, transport, energy and 
‘construction, among the major sectors, are subject to a 


ы, 


ее elite $e 
_ discriminate among industrial branches (apart from dis- 
Е. crimination in the interests of geographical balance, 


_ portance of foreign trade,%° as well as the extent to 
_ which medium-term plans are intended to serve as an 
instrument of structural change or to stimulate the 

_ adoption of new management attitudes. 


In most countries, forecasts of exports and, perhaps 
_- to a less extent, of imports constitute the major uncer- 
tain elements in the planning exercise (although signifi- 
cant unexpected events may also take place within the 
national economy). Since targets and forecasts are inter- 
related, the uncertainty in planning raises important 
questions about the nature and extent of possible gov- 
ernment commitment to a plan, to the links between 
short-term and medium-term planning and to plan 
revision. 


The question of government commitment may first be 
examined by reference to the legal status of the plans. 
In this respect, the countries fall within three categories. 
The Swedish and Dutch plans have not been formally 
endorsed by the governments, though they have been 
prepared by public agencies (the Central Planning Bureau 
in the Netherlands and the Planning Secretariat of the 
Ministry of Finance in Sweden). In Norway, the United 
Kingdom and Belgium, the plans have been officially 
endorsed by governments and presented to parliaments. 
In the other countries, plans have also been, or are 
expected to be, approved by the parliaments. 


In assessing the significance of these differences in 
legal status, it should be noted that a plan does not only 
establish certain targets ; it also indicates the main lines 
of policies to be followed. In fact, the preparation of a 
plan includes consideration of alternatives or variants 
corresponding to different options or policy choices. By 


149 Tn virtually all countries, consultations with representatives of 
trade associations and/or private firms play a significant role in the 
process of plan preparation. In countries adhering to the principle 
of neutrality in respect to manufacturing industry, the consultations 
tend simply to serve such general purposes as the exchange of 
information and discussion of overall policies and to detect possible 
inconsistencies. In other countries, the consultations serve also to 
influence industry to move in the directions which are considered 
desirable by the central authorities. 

150 A neutral policy is practised in the Netherlands, Sweden and 
Norway: countries where manufacturing is particularly subject to 
international competition; in Sweden, for example, half of industrial 
production is exported. Governments feel it undesirable to initervene 
in detail when external variables to such an extent dominate manu- 
facturers’ ‘decisions. In the United Kingdom, too, the instruments 
(tax incentives to investment, etc.) are neutral as between manufac- 
turing branches (except that capital-intensive branches tend to be 
favoured); however, there is an important segment o1 opinion 
which advocates a more selective approach. 


endorsing one variant and presenting it as “the plan”, 
the government adopts a‘certain strategy of economic 
_ апа socialdevelopment. = <a 


This aspect of planning is considered to be very im- 


and submits to parliament, first, the broad policy choices 
of the plan and, second, the final version of the plan 
prepared in accordance with the general strategy 
adopted. In Sweden, on the other hand, the Planning 
Secretariat examines certain variants but the Govern- 
ment does not formally select any of them. However, the 
Swedish plan, or “survey ”, cannot be considered “ neu- 
tral” in the same sense as a set of projections under- 
taken by a private research institute on the basis of 
assumptions about the most likely course of government 
action. This is so because the Planning Secretariat dis- 
cusses important policy choices with the Government 
(and also with representatives of trade unions, trade 
associations and private firms) before publication. For 
the Dutch medium-term plan, variants prepared by the 
Central Planning Bureau are examined by the Council of 
Economic Affairs (a ministerial body) which cannot but 
exercise an influence on the final version of the plan. 
The difference between French planning, on the one 
hand, and Swedish and Dutch planning, on the other, 
may, therefore, be less obvious than is suggested by the 
different legal status of the three р!апз.151 


As regards government commitments to the targets, it 
may be noted that the Norwegian plan states explicitly 
that the growth rate of GNP could only be achieved if 
economic growth in the “western part of the world ” 
were satisfactory. Moreover, the plan draws attention to 
the fact that a disappointing export growth would also 
lead to a reconsideration of the contemplated pattern of 
resource allocation. This attitude is easy to understand 
in view of the high ratio (40 to 50 per cent) of exports 
and imports to GNP; it also reduces the significance of 
the formal difference between the Norwegian plan and 
the Swedish and Dutch plans. 


On the other hand, the selection of a growth rate 
played an important role in the formulation of the Brit- 
ish plan. In fact, it was hoped that the commitment by 
the Government to a faster growth rate would make the 
whole economy more expansion-minded than in the 
past. But the commitment was commitment to an aim 
and to government action to achieve that aim. Although 
less stress was laid on the external environment, it was 
emphasized that the success of the plan depended on the 
active involvement of managements, trade unions and 
the community generally. 


In France, where there has been longer experience of 
medium-term planning, there has been some shift of 
emphasis away from the operations of particular sectors 
and towards the targets for the central economic aggre- 
gates. In addition, the introduction into the Fifth Plan of 


151 But at certain points important differences remain. For 
example, the Dutch plan, described as a “ study ” or “ prognosis ” 
of the economy, contains no detailed projections of public finances, 
but a discussion of alternative possibilities without any commitment 
of government policy (see the discussion of the public sector 
(page 73) below). 


“important elements of “planning in value” — the dis- 


_ Мау of projected changes in relative incomes and > 


prices — adds a new dimension to planning allowing it 
to be extended to’the planning of money incomes, prices 
and financial balances. 


As part of an effort to integrate short-term economic 
policy more closely with medium-term plans, the French 
Government has also introduced a system of warning 
signals (clignotants) which come into operation if the 
economy deviates beyond certain limits from the path 
laid down in the plan. The warning signals are intended 
to indicate the need for corrective policy action, or 
alternatively for a revision of plan targets. Thus the 
warning signal linked to industrial production functioned 
in 1967 and in announcing expansionary policy meas- 
ures in January 1968, the Government referred explicitly 
to the growth rate established in the Fifth Plan. 


In principle, short-term planning and policy-making 
aim at reducing the severity of temporary disturbances, 
with due regard to medium-term objectives and targets. 
However, disturbances may not always prove tempo- 
rary ; they may indeed be sufficiently important to make 
it inadvisable for the Government to continue its efforts 
to achieve the targets of the medium-term plan. If so, 
the plan will be revised explicitly or implicitly. 


In this context, considerable attention has been given 
to the device of “rolling plans”, e.g. the preparation 
each year of targets and forecasts for five years ahead. 
This procedure would permit the authorities to take into 
account new information while retaining a five-year time 
perspective. It is argued, however, that a medium-term 
plan cannot be prepared every year in view of the 
amount of work involved and that frequent revisions 
may reduce the value of the plan in general, and the 
concept of plan targets in particular. 


At present, it appears that rolling plans are not regu- 
larly prepared by any country. However, the Central 
Planning Bureau of the Netherlands has announced its 
intention of preparing a five-year plan every second year. 
Moreover, the Bureau is engaged in work on a model 
which would provide a basis for improving the links 
between short-term and medium-term planning by estab- 
lishing the time path by year of development in the 
course of a five-year period. 


The incertitude of medium-term planning in western 
European countries is underlined by developments in 
recent years. In fact, several of the plans examined here 
can be considered as overtaken by subsequent events. 


The British plan of 1965 has been officially aban- 
doned. New ways are now being considered (including 
the use of “rolling plans”) for retaining the advantages 
of an explicit statement of objectives, and of the action 
needed to achieve them, but putting less emphasis on 
targets which require a favourable conjunction of cir- 
cumstances. Some of the targets contained in the Irish 
plan (prepared in 1962) are today rather remote from 
reality and a revision of the plan is being considered by 


the authorities. The Spanish plan was completed just — 
before the devaluation of the peseta in November (1967, 
an event not taken into account in preparing the plan. = 

The plans for the industrial countries were ‘mostly | 
drawn up in 1964-1965 — а time when it might not have © 
seemed unreasonable, at least in many countries, to base 
medium-term policy upon the expectation of favourable 
economic conditions, over the following few years. These 
expectations were almost at once disappointed by the 
protracted phase of stagnation that began in 1965 and 
lasted until 1967. The result is that the realization of the 
average annual growth rate of output embodied in sev- 
eral of the plans is now hardly possible. The table below 
illustrates the point by a crude arithmetical calculation 
of the growth rates required in 1969 and 1970 to catch 
up any short fall in output growth during the period of 
stagnation. The growth rates required are not always 
physically impossible, in view of the current low rate of 
utilization of capacity, and not always much above the 
rates achieved, generally in inflationary conditions, in 
the previous 5 or 6 years. But in several countries they 
would imply a pressure on resources that is almost 
certainly incompatible with internal or external balance. 
This conclusion does not apply to all countries. In 
France and Italy, where growth of output was fairly well 
maintained during the mid-nineteen-sixties, there is no 
obvious reason why the average growth rate over the 
plan period should not be realized. 


Arithmetical estimate of growth required in 1969 and 1970 
to achieve medium-term plans : 
г. ea Average 
rowth in Estimated in 
whole plan average Ree 1958-1959 
period growthin th d 1970 to 
perannum 1966-1968 @П 1964-1965 
perannum 


Plan 
period 


Belgium ke. eos 1966-1970 4.0 2.7 6.0 5.0 
France @ 1966-1970 5.0 4.5 55 5.4 
Trelandy). о 1964-1970 4.3 3.05 i 4.5¢ 
Dia Vie eo ce cet 1966-1970 5.0 5.5 4.0 5.2 
Western 1966-1970] 3.5 6.0 

Germany @ or 4 2.0 ог 7.0 5.6 
Netherlands 1966-1970 4.8 3.8 6.5 5.6 
INOFWaYy.= <8 teks 1966-1969 4.9 4.5 6.0 @ 5.6 
Sweden. sir > 1966-1970 4.2 3.3 5.5 4.9 
United Kingdom . 1965-1970 3.8 2.3 f 7.0 3.39 

Sources: Table 1-and Table 20 of this chapter. 

@ French national accounting concept. 
ь 1964-1968. 
€ 1958-1959 to 1962-1963. 
4 “ Projet de Programme... ”, op. cit. (see footnote 147). 
€ 1969 only. 
F 1965-1968. 


8 1958-1959 to 1963-1964. 


The final test of the usefulness of a medium-term plan 
is not that its central statistical projections should be 
realized in full. The statistical projections are essentially 
interpretations of certain policy objectives, and the 
objectives can generally be regarded as more endurable 
than the projections. The reason for studying the plans 
is, therefore, that they express, perhaps with greater 
precision than is warranted, but in a more easily com- 
prehensible way than purely verbal statements, the aims 
which those responsible for the direction of the economy 


(and not only the government) intend to pursue. The 
comparative analysis of the statistics, which follows, is 
‘to be read as affording some clues to the nature of 
possible changes in the patterns of the economies re- 
Viewed. 

Е = (ii) Objectives of the plans 

_ Those plans which can be taken as expressions of 
‘government policy contain certain significant differences 
in emphasis from previous trends. One fairly common 
feature is the increasing stress on regional planning, on 
the co-ordination of economic with physical planning 
and on the development of public investment in the basic 
Social infrastructure. There is a common stress, too, on 
educational development and on research expenditure. 


Two of the plans for major countries — for the United 
Kingdom and for Italy — call particularly for a radical 
change in economic development. The British plan was 

the only one among those of the industrial countries to 
aim at a sharp acceleration of the overall growth rate ; 
to bring about this acceleration, combined with the in- 
crease in economic efficiency and international competi- 
tiveness required to achieve it, was indeed the main 
reason for establishing the plan. 

The Italian plan, by contrast, envisages а lower rate of 
growth of output than that of earlier years. Its central 
aim is the correction of the major regional and sectoral 
imbalances inherited from the past, which in some cases 
became more acute during the postwar years of rapid 
growth (the development of the South, and of agricul- 
ture; the development of social policies). The Govern- 
ment is committed to a number of reforms (fiscal system, 
social security system, town and country planning, edu- 
cation) whose execution has hardly begun. The fulfil- 
ment of the ambitious objectives embodied in the plan 
appears by now a more difficult task, and one requiring 
a longer time than appears to have been expected when 
the plan was prepared. 

In other countries, the contrast with the past is not so 
sharp. However, in some, a change of emphasis in the 
objectives, as well as in the instruments, is clearly dis- 
cernible. In France, in particular, the major objective of 
the Fifth Plan appears as the adaptation of the French 
economy to international competition and, in particular, 
to the complete abolition of all internal tariffs in the 
Common Market in July 1968. Thus, the rate of 
growth of output has been put at 5 per cent per 
уеаг,15? although the physical resources would probably 
have permitted a higher rate; it is hoped that this 
relatively modest target will help to avoid tensions on 
the labour market and that, consequently, price ш- 
creases will remain within manageable proportions. At 
the same time, it is hoped to enable enterprises to raise 
their self-financing ratios to promote investment ; mergers 
among enterprises are given fiscal advantages ; and high 
priority is given to pure and applied research. 

The emphasis on rationalization and competitiveness 
also constitutes the keynote of the Belgian programme, 
whereas the major objective of the previous programme 
was the speeding up in the rate of growth of output. 


152 French concept, corresponding to 4.8 per cent in terms of the 
system of United Nations standardized national accounts. 


_ The major objectives of ‘the plans of the southern | 
European countries remain, not surprisingly, economic 
growth with particular emphasis on industrialization. In 
Greece, Portugal and Turkey, the efforts of the author- 
ities are directed to securing a higher rate of growth than 
in the past — а task which appears particularly difficult 
in Turkey where past rates of growth have been below | 
the plan targets. In Spain, the problem is rather how to 
maintain the past high rates of growth in spite of in- 
creasing internal and external strains. In Greece, Por- 
tugal and Spain, but not at present in Turkey, a further 
liberalization of commercial policy and stiffer inter- 
national competition, resulting from closer economic in- 
tegration, are put as basic premises of the pattern of 
future growth. It follows that the objective of increasing 
competitive power—necessary for long-term growth 
— 1$ sometimes considered more important than the 
objective of speeding up growth in the immediate future. 
Within this general framework, priorities are specified 
in each plan. 


(iii) Output, employment and productivity 153 


In the projections reviewed here, total output at con- 
stant prices is assumed to grow during the plan period at 
rates of between 31 and 5 per cent a year in the indus- 
trial countries (between 3 and 4 per cent per head of 
population); in the four southern countries, the pro- 
jected rates of growth are between 6 and 8 per cent a 
year (between 414 and 7 per cent per head of popula- 
tion). The rates of growth in output (GNP), employment 
and productivity, and of the main sectors of final expen- 
diture, are given in Table 20; they are compared with 
the growth rates during recent уеагз.15* 


Industrial countries 


For France, Italy, the Netherlands and Norway, the 
plans are based on growth rates of output close to 5 per 
cent; for Belgium, Ireland, Sweden and the United 
Kingdom the growth rates chosen are around 4 per cent. 
For western Germany, the figure used in Table 20 is 
314 per cent.1°° How are these projected growth rates 


153 “ Productivity ”, as used here, means simply division of ап 
index of output by an index of numbers employed (or of employ- 
ment multiplied by average hours). The word is used here purely 
in this arithmetical sense. 


154 Two previous periods are given. For the industrial countries: 
(a) a period of ten or more years (depending on data available) 
ending in the year before the period covered by the plan (generally 
1965), the long-term trend being calculated from least squares; 
(b) a shorter period, generally between the 1958/59 average and 
the 1964/65 average. For the southern countries, whose plans take 
a later starting point, the terminal dates of the “ pre-plan ” period 
are later and the base dates are so far as possible adjusted for special 
circumstances. The rates of growth in the year immediately pre- 
ceding the plan-period are also given. 

155 The choice of a future growth rate for western Germany in 
the drawing up of the EEC projections presented difficulties. The 
preliminary Study Group proposed a figure of 4 per cent. The official 
proposition was that no precise forecast within the range of 2 to 
4 per cent was possible, but that 314 per cent was the highest com- 
patible with balanced growth and this figure was adopted in the 
report. The Council of Experts in its latest report supported 4 per 
cent as the reasonable growth target for 1968-1971, given certain 
conditions. (Stabilitat im Wachstum, р. 145 ff.) Е 
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_ Statistics; national statistics. 


a 
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Norte. — All Jong-period rates of growth (i.e. the first line for each country) 
_are derived from semi-logarithmic least square trends. 
@ Imports and exports of goods and services (national accounts concept). 
© Projections are given according to the SNA concept. The rate of growth of GNP 
in 1966-1970 according to the French national accounting concept is estimated 
at 5.0. The projected figure for public consumption according to the (restricted) 


: definition of the French national accounting system is 6.9. 


for total output — which normally represent the founda- 
tion stone for any construction of statistical projec- 
tions — related to the experience of the recent past ? If 


comparison is made with the early 1960s (more strictly 


with 1958/59 to 1964/65), then only the United King- 
dom has assumed a significant acceleration in the overall 
growth rate (from just over 3 to nearly 4 per cent a 
year). All the others assume some slowing down (al- 
though not to a significant extent in France or Italy), or 
a steady growth. 


One reason for this slowing down is the smaller in- 
crease in employment expected. This is true even of 
Italy and the Netherlands where the slowing down of 
employment increases is quite small; but in western 
Germany, the disappearance of past increases in the 
population of working age is the major factor in any 
assessment of economic prospects.1°* In the United King- 
dom, too, the employment increase is expected to slow 


156 п western Germany, employment can be held stable in the 
second half of the 1960s only with the help of continued immigra- 
tion. Otherwise, employment would probably decline. 
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с Projection for western Germany incorporated in the medium-term economic policy 
programme drawn up by the Commission of the European Economic Community. 

@ Commodity only. 

е 1951-1965 and 1961-1965 for employment. 

7 1966-1972 at current prices. 

9 1950-1967 and 1960-1967 for employment. 

h 1950-1966 and 1960-1966 for employment. 


down somewhat. Only in France is a significant accelera- 
tion expected. Much the same inter-country differences 
appear if comparison of employment growth is made 
with the longer period since the early 19505.157 


157 Two countries provide a quantitative estimate of the various 
factors making for the expected changes of total labour supply 
during the whole plan period. 


France Netherlands 
1965-1970 tae hie 1965-1970 Sees 
(estimates) changes) (estimates) changea) 
Total changes in the labour 
force (thousands) . +560 +660 +308 +3272 - 
lue to: 
Demographic factors? . . +890 +340 +290 +365 
Immigration. о. +325 +890 +40 +24 
School attendance .... —350 —370 —85 —102 
Activity rates for old рег- 
BORE Meee cn x rae a oe —225 —290 —13 —14 
Activity rates for women . +100 +90 +76 +70 


Sources: National plans. 

@ Assuming constant activity rates. The figures for the Netherlands include an 
estimated reduction (of 40,000 for 1965-1970) for the increasing proportion of 
married women. 

6 Includes a decline of 16,000 persons (not taken into account below) due to 
statistical errors and commuters over the border. 


Since manpower is considered as the main limiting — 


factor to a sustained rate of growth in the industrialized 
western European countries, the employment projections 
are naturally consistent, broadly speaking, with full em- 
ployment objectives. Indeed, in some countries, net 1m- 
migration is envisaged. At the same time, the plans 
intend to avoid excess pressure on labour supply. In 
France the projections of the total labour force allow for 
some fall in activity rates for marginal categories of 
potential workers, and residual unemployment of 
350,000 has been envisaged for the end of the plan 
period —a level higher than in the recent past. The 
Italian plan projects continued net emigration, although 
less than in the first half of the nineteen-sixties (300,000 
workers in the quinquennium 1966-1970). After deduct- 
ing such emigration, the labour force should increase by 
600,000 in the plan period. Employment should increase 
by 800,000, allowing a reduction in unemployment, 
which at the end of the plan period should account for 
2.8-2.9 per cent of the labour force (nearly 600,000). The 
Irish plan also has as one of its objectives the reduction 
of net emigration to a level of not more than 10,000 a 
year (18,000 a year in 1961-1966). 

In most countries, however, the major factor in the 
slowing down of the growth rate of output is not the 
change in the growth of the labour force but a slowing 
down of the rate of productivity increase as compared 
with the early 1960s. This is a marked feature of all the 
projections except those for Italy (where productivity 
growth is assumed to be maintained) and the United 
Kingdom (where it is assumed to be substantially in- 
creased). 

The reason for this projected slowing down in produc- 
tivity growth is not to be found in any unorthodox 
assumptions about the rate of technical progress: the 
main reason is, it appears, that the rapid productivity 
growth of the early 1960s, itself associated with faster 
rates of output growth than those contemplated for the 
future, was accompanied by a heavier strain on produc- 
tion capacity and the labour market than the planners 
wished to extrapolate into the later 1960s.158 


Productivity growth rates create a major problem of 
judgement for planners, since the range of possible vari- 
ation, when account is taken not only of the maximum 
physical possibility of growth but also of the need for 
balance within the economy, is necessarily wide. From 
the figures in Table 20, the conclusion may be drawn 
that in determining the productivity growth rate, plan- 
ners in most of the countries reviewed here have relied 
upon the trend during the 10-15 year period since the 
early 1950s. The projected rates of productivity growth 
are Closer to these long period growth rates than to the 
generally higher rates of the early 1960s. This is not true, 
however, of the United Kingdom, where the plan report 
offers some evidence that there has been an underlying 
upward trend in productivity growth, distinct from cy- 


158 The problem of choice between the maximum and the optimum 
growth rate became explicit in the discussions of the options for the 
French Fifth Plan. (See “ Rapport technique sur le Ve Plan in 
Etudes et Conjoncture (No. 5, March 1967), p. 12 ff. The rate of 
growth chosen is described as “within the narrow zone corres- 
ponding to minimal tensions ”.) 


clical swings.1©° Projected productivity growth rates thus 
fall within a rather narrow range: France, Italy, and 
Norway show the highest rates, just over 4 per cent a 
year. At 314 per cent western Germany,’ the Nether- 
lands and Sweden come next, while lower rates, of just 
over 3 per cent, are projected by Belgium, Ireland and 
the United Kingdom. 

It will be seen (Table 20) that in most countries the 
projected growth of productivity is about the same 
whether total productivity, or non-agricultural produc- 
tivity, is considered. For France and Italy, however, 
total productivity is projected to grow substantially 
faster, indicating the importance of the shift from agri- 
culture as a factor in overall growth. 


These conclusions refer throughout to trends, past or 
expected, in productivity per worker-year. They might 
be somewhat modified if account were taken of changes 
in the working week or the working year. Thus the 
projections for Sweden imply a considerable accelera- 
tion in productivity per working hour, but not in annual 
productivity ; an annual reduction of about 1 per cent in 
average working time is incorporated in the projec- 
(015.161 Several countries have seen significant reduc- 
tions in the average working year at various times in the 
past 10-15 years; when similar reductions are also ex- 
pected in the plan period, the productivity comparisons 
above may understate the gains expected in future. 


Notwithstanding these differences from historical 
experience, the ranking of the industrial countries in 
order of growth rates of GNP under the medium-term 
projections is very much the same as that in the past, 
although the range is narrowed. The striking difference 
(compared with 1952-1965) is the descent of western 
Germany from top place to bottom (still near bottom 
place if future annual growth is put at 4 instead of 
3144 per cent). Otherwise, the fast-growth countries 
remain France, Italy, the Netherlands and Norway 
(although Norway moves up in rank); the low-growth 
countries remain Belgium, Ireland (moving up in 
rank), Sweden (moving down) and the United 
Kingdom.*®? Have those responsible for the national pro- 
jections overestimated the force of historical рге- 
cedent ? 


Agriculture 


The plans provide for very varying increases in agri- 
cultural output (see Table 21, where data for agricul- 
ture, forestry and fishing are combined). The biggest 
expansions are those for the United Kingdom (314 per 


159 The National-Plan, page 24. 


160 The alternative projection for western Germany implies a 
4 per cent productivity growth rate. 


**! The hourly productivity increase expected in Sweden is 4 per 
cent (against ЗИ per cent in annual productivity, but 3.9 per cent 
per equivalent full-time worker, since the proportion of part time 
women workers is expected to increase). This might put Sweden 
among the leading countries for expected productivity growth, since 
it does not appear that other plans have specifically incorporated 
such a large reduction in working time. 


183 The rank correlation for eight countries (excluding western 
Germany) between GNP growth in 1952-1965 and in the plan 
period is 0.7. 
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Sources : As for Table 20. 
@ Agriculture, fishing and forestry. 
> Mining, manufacturing and public utilities. 
с 1951-1965 and 1961-1965 for employment. 
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а 1950-1967 and 1960-1967 for employment. 
€ Including construction. 
f 1950-1966 and 1960-1966 for employment. 


term trend, in Italy representing a considerable 


Si и and in the Netherlands about the same as in 
the previous ten years. In Norway and Sweden, no 
expansion is foreseen (nor was there any upward trend 
_— Ш the past).16 

‚ Agricultural employment is expected to decline in all 
countries — between 2 and 3 per cent a year in most 
countries but nearly 4 per cent a year in France and as 
much as 514 per cent a year in Sweden; these are not 
very different from the rates of decline in the past. The 
projected increases in agricultural productivity are in 
some countries very large— notably the 6 per cent a 
year projected above both for Italy and for the United 
Kingdom. 

Both the French and the Italian plans naturally put 
considerable emphasis on the improvement of the struc- 
ture of the agricultural sector. The French Fifth Plan 15 
specific on the objective of raising relative incomes in 
agriculture : one of the quantitative targets for changes 
in the income structure (under the “ planification en 
valeur ”) is the expressed intention that the average real 
income per farm unit should rise by about 5 per cent a 
year, against 31% per cent for industrial wage-earners. 
In 1960-1965 real income per farm unit rose only 
24% per cent annually, while real wage-earnings rose 
5 per cent. This objective is to be achieved partly by a 
rise in relative prices of agricultural products — which 
should be facilitated by the Community’s agricultural 
policy — partly by the encouragement of improved pro- 
duction methods, including the amalgamation of smaller 
farm units. 


The Italian plan implies an even more striking im- 
provement on past agricultural performance, against the 
background of a tendency for agricultural growth to 
slow down. One main objective is to stop the widening of 
the trade deficit in agricultural products. As in France, it 
is hoped to reduce the disparity in real income between 
agriculture and other sectors. A major effort is envis- 
aged to enlarge and diversify public action for assisting 
investment, teclinical assistance and marketing. 


Industry 


7 


It is in accordance with past trends to expect both 
output and productivity in industry to increase faster 
than overall national output and productivity. This 
difference is found in all the projections, as in the 


growth pattern of the past, for the countries reviewed 
here. 


163 In Sweden, the gross output of agriculture (excluding forestry 
and fishing, which are included, in terms of net output, in Table 21) 
is expected to fall by № per cent a year but as inputs are expected to 
increase net output would fall by over 1 per cent annually. Forestry 
is expected to increase by 2.5 per cent per year. 


tical relat 
‘United Е 
greatest excess of manufacturing growth ove 


growth is found to be associated with the fastest growth 

of GNP. The following table illustrates the extent to — 
which this rule applied to the countries reviewed here in — 
the past, and the extent to which it is incorporated in 


future projections. 


Countries in order Plan vist sind {Phelan penta - 

I i Bike Ratio” FONE Ratio ® 
Пак се Кей 5.0 1.4 5.4 2.5) 
А Не 4.8 1.1 5.0 Lat 
Netherlands 4.8 1.4 4.5 1.3 
оао: 4.9 Pet 4.1 1.3 
Sweden... ва 4.2 t2 4.1 1.4 
Belgtonr’ =. 4.0 1.2 3.7 tt 
United Kingdom . 3.8 Ты 27 1:15 
lreland =. — See 4.3 1.65 2.0 2:2 
Western Germany . ыы 6.2 15 


Source: Tables 20 and 21. 
@ 1952 or 1953 to year preceding plan (generally 1965). 
> Ratio of growth of industrial production to growth of GNP. 


It will be seen that the rule applied only very roughly 
to past experience. Thus France, with a slow growth of 
industrial. output in relation to overall growth, was one 
significant exception.1°° On the other hand, Ireland 166 
displayed remarkably fast industrial growth with rela- 
tively little response in overall growth—an exception 
which may be explained by the still small proportion of 
industry in the economy and its dependence on agricul- 
tural exports. 


Conformity with this relationship is rather less evident 
in the projections for the future. The low ratio of indus- 
trial to overall growth is preserved in the French Fifth 
Plan. In Ireland, the excess of the industrial growth 
rates is expected to diminish although both growth rates 


11 М. Kaldor, Causes of the slow rate of growth of the United 
Kingdom (Cambridge University Press, 1966). 

“It is the rate of growth of manufacturing production . . . 
which is likely to exert a dominating influence on the overall rate 
of economic growth: partly on account of its influence on the rate 
of growth of productivity in the industrial sector itself, and partly 
also because it will tend, indirectly, to raise the rate of productivity 
growth in other sectors.” Kaldor shows that the data for 12 indus- 
trial countries fit a regression line. (Growth rate of GDP=1.15+ 
0.61 Х growth rate of manufacturing output.) The relationship was 
also displayed in “ Some factors in economic growth in Europe 
during the 1950$ ”, Economic Survey of Europe in 1961, Part 2, 
Chapter III, p. 2, for the period 1949-1959 but in view of the lack 


of correlation during that period was not stressed as a significant 
actor. 


Низ There is always the possibility that such comparisons are 
appreciably affected by differences in statistical method, particularly 
by different ways of estimating the real Output in the service sectors. 


186 Treland was not included among the countries used for Kaldor’s 
equation. It should also be pointed out that the equation applied to 
manufacturing, whereas the statistics given here relate to total 
industry (manufacturing, mining and public utilities). 


4 


ie 


— which may be explained by the more favourable 


market prospects for agriculture that are assumed. Nor- 
way’s plan also diverges from the “rule” : although the 
GNP growth rate is expected to accelerate, very little 
реа up of industrial growth is embodied in the 
plan. | 

_ Some fairly uniform relationship is to be expected, if 
only because of the fairly uniform pattern of the growth 
of final demand in countries at roughly similar income 
levels. But there are many reasons for deviations from 
the rule, including significant changes in the pattern of 
exports or imports in small countries heavily dependent 
on foreign trade. 


Productivity growth rates expected in industry are 
fairly uniform — between 4 and 5 per cent —and differ 
comparatively little from those of the past; in most 
countries they are assumed to fall somewhat. The 
Netherlands is, however, an exception. The annual 
growth rate of Dutch industrial productivity is projected 
to rise from 4 per cent in 1955-1965 to 6 per cent in 
1966-1970 (in manufacturing alone to 5 per cent); al- 
though productivity growth is expected to accelerate 
significantly in one or two industrial branches (textiles, 
machinery, vehicles, and oil and natural gas extraction), 
the main reason appears to be a marked change in the 
output structure towards the branches where produc- 
tivity increases fastest.1®7 


Among these countries, the usual relationship between 
industrial output and productivity held broadly in the 
past ; productivity growth grew fastest where industrial 
output rose most (the rank correlation was 0.8). By this 
not very rigid test, the projected increase in industrial 
productivity in Belgium is set rather high in relation to 
the rise in industrial output, and in Ireland rather low. 
Elsewhere, a reasonable uniformity is found.1® 


Projected growth rates for individual branches of 
manufacturing for some countries are shown in 
Table 22. The relative growth rates mainly conform to 
the normal pattern, with more than average growth in 
chemicals, engineering, vehicles (except in the United 
Kingdom) and paper products; and less than average 
growth in food-processing, textiles and clothing, and 
shipbuilding. It is noticeable that the spread of output 
increases is rather narrower in France than in the other 
countries shown. 


Southern Europe 


Expected growth rates of total output in the four 
southern European countries fall Letween 8 per cent 


167 “Пе Nederlandse economie in 1970” (Central Planning 
Bureau, The Hague 1966), p. 125. 


168 Rank order of countries 
Plan period Pre-plan period 
Production Productivity Production Productivity 
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(Greece) and 6 per cent (Spain).° The planned rates 
imply an acceleration of growth for Greece, Portugal 
and Turkey but some slowing down in Spain.17° In 
Greece, Portugal and Spain total employment is sup- 
posed to change relatively little (no more than 1 per cent 
per year), but the outflow of manpower from agri- 
culture is expected to allow increases in other sectors 
much greater than in industrial countries. 


One reason leading the Spanish Government to plan a 
rather slower rate of growth for the non-agricultural 
sectors may be the intention of avoiding a repetition of 
the strains on prices and the balance оЁ payments which 
accompanied the recent years of rapid growth. In fact, 
the main aim of the present Spanish plan, outside agri- 
culture, is not so much the increase in production but 
the achievement of greater efficiency, especially in in- 
dustry. Special emphasis is given to the modernization of 
the basic industrial sectors. The policies of fiscal incen- 
tives will be revised, if necessary, to achieve the reshap- 
ing of certain industries ; and the method of “concerted 
action” already established during the first plan will be 
used in a more selective way. Industrial output is 
planned to increase by no more than 7 per cent per year 
against nearly 12 per cent a year in 1960-1966. At the 
same time, industrial employment is planned to rise 
by nearly 3 per cent a year. Consequently the projected 
annual increase in industrial productivity is put at only 
4 per cent, against 7144 per cent in 1960-1966, con- 
trasted with higher rates in Greece and Portugal and in 
most industrial economies. These rather modest esti- 
mates of productivity increases may embody a pursuit of 
the full employment objective, in some contrast with the 
explicit-emphasis in the plan on efficiency ; it may be, 
however, that the projected increase in productivity is 
deliberately put on the low side. 


Greece, Portugal and Turkey envisage faster industrial 
growth than the long-term trend. In Portugal, industrial 
output is expected to rise as fast as in the first half of 
the nineteen-sixties, and in Greece and Turkey faster. In 
Portugal, labour productivity in industry is projected to 
increase by 7 per cent per year, and in Greece by more 
than 9 per cent. Broadly speaking, it does not appear 
that either in Greece or in Portugal are major changes in 
policy instruments envisaged. The acceleration in output 
is expected rather to come from a more skilful manipu- 
lation of existing policy instruments (control of capital 
market, fiscal and credit incentives, etc.) within the 
framework of a favourable national and international 
economic setting. In both countries the weight of public 
corporations in the total industrial output is marginal 


169 Ног the Greek programme, three alternatives were presented 
for the growth rates; the highest was chosen by the Government. 


170 [п Greece and Portugal the growth rates envisaged in the 
present plans are also higher than those of the previous plans, while 
in Spain and Turkey, the same rates have been maintained. In 
Greece, Portugai (for the 1959-1964 Plan) and Spain actual growth 
rates of gross national product were higher than planned: 


Actual rate Planned rate 
(annual compound rates) 


Greece — 1962-1966 Plan . . 7.4 6.1 
Portugal — 1959-1964 Plan . 6.2 4.1 

(interim plan 1965-1967). . 5.0 6.1 
Spain — 1964-1967 Plan. . . 7.0 6.0 
Turkey — 1963-1967 Plan. . 6.6 7.0 
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Sources : National plans. 


@ Wage- and salary-earners for the United Kingdom; total employment (including self-employed) forthe other countries. 


and their role in fostering industrial development has 
been accordingly small. The new plans do not contain 
any specific directive pointing to a more active role of 
public enterprises in the process of industrial develop- 
ment. 

In agriculture, a sizeable acceleration of rates of 
growth of output is projected for Portugal and Turkey 
(to 3-4 per cent a year). In Greece, where the rate of 


b Including mining. 


growth of output has already been high in the past, 
planners expect further, though modest, acceleration (to 
5 per cent annually). The development of agricultural 
output has been disappointing in Portugal, particularly 
in relation to the volume of investment, and has led to a 
widening of the foreign trade deficit for agricultural 
products. Furthermore, in Portugal, and also in Spain 
and Greece, the pattern of output is still not fully 


adapted to changes in domestic or foreign demand, and 
for certain products surpluses have emerged.!™ The 
plans thus have a double objective — speeding up the 
growth of total agricultural output and changing the 
‘production pattern. From the broad policy indications 
contained in the plans, it is difficult to grasp how far the 
_ present system of public intervention and support in 
agriculture will be changed. It does not appear that 
_ Major departures are intended from the present systems 
of technical guidance, dissemination of know-how, fiscal 
_ grants and credit facilities. But such changes and adap- 
_ tations will be made as suggested by experience and 
_ required by new needs. The use of cost-benefit analysis, 
_ for example for choosing major irrigation projects, and 
efforts to speed up the execution of development pro- 
jects, are stressed. A feature common to most plans is 
the increasing emphasis put on the consolidation of 
fragmented holdings, but in this respect, as for price 
_ policies, only some general directives are contained in 
the plans.‘ The present plans, like earlier ones, do not 
envisage any major and direct government action to 
change the present system of land property and land 
tenure. 


An important question in all four southern countries is 
the extent to which the present plans will absorb in 
employment the surplus of rural labour and the new 
entrants into the labour market. As can be seen from the 
following text-table, in Portugal the net increase in non- 
agricultural employment projected for the whole plan 
period falls short of the total increase in manpower 
supply (consisting of the expected decline in agricultural 
employment, and of the natural increase in the labour 
force assuming constant activity rates). A projection is 
made for emigration (at a lower rate than in recent 
years) which covers most of the gap. The Portuguese 
plan states expressly that, if emigration should not reach 
the projected levels, then the outflow from agriculture 
could be less. 


Prospects are more favourable in Greece and Spain. 
In -Greece, the projected increase in non-agricultural 
employment slightly exceeds the increase in total labour 
supply ; taking account of an estimated net emigration 
over the six years of 50,000 workers (considerably less 
than recently), open unemployment should be reduced 
by about 70,000-80,000 17° at the end of the plan 
period, when unemployment should amount to only 
70,000 workers (under 2 per cent of the labour force). 
In Spain, too, the expected creation of new jobs is 
bigger than the likely increase in the labour force; 
however, as noted above, the plan forecasts a relatively 
small productivity increase (and a relatively high em- 
ployment increase) in industry and construction.*”* 


171 See, оп this problem, the Survey for 1965, Part 1, Chapter II, 
p. 66 ff.; and the Survey for 1966, Chapter I, p. 20 ff. 

172 However, a new system of price support has been announced 
by the Greek Government for the 1967/68 crop. There will be a 
single intervention price for wheat, and “ income support ”, instead 
of subsidies, will be paid to small farmers. 

173 The Greek plan gives the figure of 82,000. 


174 The published part of the Spanish plan does not contain 
forecasts for emigration. 


_ Turkey is the only country in western or southern 
Europe where agricultural employment has not yet 
started to decline. The projected widening of the gap 


between non-agricultural and agricultural output 


_ growth, to the advantage of the former, does not imply 


the beginnings of a decline in the agricultural labour 
force over the period of the present plan. It is expected, 
eee that under-employment in agriculture will 
ecline. 


Expected changes in population and employment during 
the plan period 
(thousands ) 


Greece Portugal Spain 
(1967-1972) (1967-1973) (1967-1971) 


1. Total natural increase in popula- : 


О “Rare oes ay eee ge 350 831 1016 
2. Total increase in population of 

ACHIVERR COIS). ти 222 459 628 
3. Total increase in labour force%® 170 336 446 
4. Planned decline in agricultural 

опрюулеле 64 ye & ao Beh 6 110 214 407 
5. Total increase in labour supply 

for non-agriculture (3 + 4) 280 550 853 
6. Planned employment increase in 

non-agricultural activities . . . 300 307 982 
(aeBalance(6==5)a. ое 20 — 223 129 
8. Net emigration of active popula- 

tion, as projected inthe plan. 50 227 


Sources: OECD, Demographic Trends, Supplement, Country Reports (Paris 
1966); United Nations, Demographic Yearbook; and national plans. 


Note. — The data contained in the various sources used for the preparation of 
this table may not be fully comparable — the figures given here are intended only 
to give orders of magnitude. 


@ Assuming no net migration. 
Ь At constant activity rates. 


(iv) Investment and consumption 
Industrial countries 


Investment 


Over the nineteen-fifties gross fixed investment rose 
more rapidly than gross national product in the indus- 
trial countries reviewed here, except in Norway where 
the investment ratio was already very high — as a con- 
sequence of deliberate government policy—at the 
beginning of that decade.’”® During the first half of the 
nineteen-sixties, when the rate of growth of output 
accelerated in most countries, the expansion of invest- 
ment outstripped that of total output by a bigger margin 
than in the previous decade — except in Norway, again, 
and also in Sweden and the United Kingdom. During the 
plan period, gross fixed investment is expected to continue 
to increase more than gross national product in most 
countries, but the margin is generally small so that the 
investment ratio rises only slightly. The most striking 
exception is the Netherlands, where investment is ex- 
pected to rise by 614 per cent a year against an increase 


175 For developments during the nineteen-fifties, see “Some 
Factors in Economic Growth in Europe during the 1950s ” (especi- 
ally Chapter VI, р. 15 ff.), ECE, Geneva 1964. It should be noted that 
the comparison is made in constant prices; in all countries, invest- 
ment prices — in spite of a relatively big increase of prices for con- 
struction — rose less than prices for gross national product as a 
whole. 


= times of slow rather than fast growth.178 
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experience, suggesting lower investment ratios in 

Incremental capital output ratios, or ICORs (the in- 
vestment ratio during a period: divided by the growth of 
output), as implied by the projections, are shown in 
_ ТаЫе 23.179 In general, the growth or stability of the 
‘investment ratio, accompanied by some slowing down in 
output growth, implies that the ICORs rise as compared 
with the past; this may be regarded as a reduction in the 
“ productivity ” of new investment. This is true of the 
industrial countries reviewed except the United King- 
dom (where the projected growth rate speeds up and 
reduces the ICOR). 

Inter-country comparisons of ICORs can be mislead- 
ing; for example, the investment ratio measured at 
market prices may be influenced by the varying share of 
net indirect taxes in national product. However, it is 
probably significant that the rank order of the ICORs 
for the countries reviewed remains much the same as in 
the early 1960s, and also as in the 1950$.18° High ICORs 
(6-614) are found in the projections for Norway and 
Sweden ; in Norway, however, the ICORs, both in the 
early 1960s and in the projections, are much less than in 
the 1950s; this may be the result of the coming to 
maturity of past heavy investments, or, perhaps more 
important, of the liberalizing and expansion of foreign 
trade leading to increasing specialization and generally 
better use of resources. The United Kingdom projection 
still implies a rather high ICOR (5), as in the past 
15 years, in spite of the acceleration of output growth. 
At the other extreme, France retains in the projections 
the relatively low ICOR for which past French experi- 
ence is notable, and which has often been taken to 
indicate economical use of capital resources; but the 
projected ICOR is somewhat greater (4), which is not 
much less than in Italy. 


The changes envisaged in the pattern of investment 
between the major sectors are also shown in Table 23. 
There are not many large changes in pattern from the 
early 1960s. It is, however, notable that the share of 
investment in “other sectors” (government, transport 
and communications and other services) is projected to 


16 Tt might be thought that the big projected rise in investment in 
the Netherlands is associated with the big rise in industrial pro- 
ductivity remarked above. However, the analysis of investment by 
sector in Table 23 shows that the largest increases in investment are 
in the non-industrial sectors. 


177 п fact, however, average investment in ships over the whole 
plan period would be higher than in 1965, but would decline in 1969. 

ae Economic Survey of Europe in 1965, Part 1, Chapter I, 
p. 72. 

179 The significance of the ICORs during earlier periods was very 
fully examined in “ Some Factors in Economic Growth in Europe ”, 
Chapter II, p. 16 ff. 


180 Tbid., Chapter II, Table 6. 


ле course of invest shipping which was. countries shown, the share of mining 
to remain about constant.177 In general, in planned inves 
the investment projections conform with his- | 


г 2 ale 


investment is between 20 and 25 | г cent 


inthe pant except in Norway where it was less SP 


_ Ап increasing supply of new dwellings is a feature of 
the plans. At the same time it is hoped to keep within 


small proportions the share of national product devoted 


to house construction. In many plans, the cheapening of 
house building by promotion of improved organization 
and techniques in construction, and by a smaller share of — 
luxury building (notably in France and Italy) is 

stressed. 


I. Dwellings completed per 1000 inhabitants. 
II. Investment in dwellings as per cent of GNP. 


1958- Plan 1958- Plan 
1965 period 1965 period 
(annual (annual 
averages ) averages) 
Belgium I 5.1 6.0 Sweden .... I 10.1 12.6 
Ш. 4.9 -5:6 Н 525562 
France Le 7.143 91 Е 
Il 53 5.6 United Kingdom I 6.1 8.18 
a 8 
ау 2.29% 1.6.9. ae 
Hs CA бана = 
Netherlands. . I 7.7 9.4 ll 2604163 
Et 4.4 25:2. 
Norway. г. 2928.1 40.0 Portugal 732 .2 7H) 4379560 
П 4.2 4.9 Г} 3:2 23.0 


Sources: National plans, and ECE, Annual Bulletin of Housing and Building 
Statistics for Europe, New York 1967. 
@ 1958-1964. 
b Represents about 500,000 dwellings in 1970. This target has recently been reduced 


to about 430,000 in connexion with the revised public expenditure programme 
announced in January 1968. 


As was pointed out above, there are big differences 
between governments in the degree of selective inter- 
vention, especially with regard to manufacturing indus- 
tries. The common feature is the special purpose of 
promoting particular forms of regional development. 


In France, public authorities try in a number of ways 
to influence the investment decisions of private enter- 
prises ; this approach is an integral part of the planning 
system.18? No major changes are envisaged in the French 
system of investment control and fiscal and credit in- 
centives; but the investments in basic infrastructure 
(especially in transport, and in town and country plan- 
ning) will be geared more than in the past to the needs of 
a balanced regional development. In the plan period, 35 
to 40 per cent of the total expected increase in indus- 
trial employment should be located in the less indus- 
trialized western regions, against 33 per cent extra- 
polated from previous trends. 


_ In Italy the execution of a more effective selective 
investment policy is still at the stage of intention A 
181 In Sweden, this increase occurred during the early 1960s; hence 


the increase in investment during the plan period in “ other sectors ” 
1$ ПО more than average. 


182 See Economic Planning in Europe, op. cit., especially Chapter VI. 
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Sources: Аз for Table 20. 
Incremental capital output ratio. 
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Part В: Annual growth rates during the plan period 


26.1 


11.1 24.3 
8.6 22.7 
11.6 18.8 
12.3 21.2 
6.9 28.3 
HES) 27.1 
SBI 19.1 
10.5 14.2 
21.8 
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© Including construction. 
с Electricity only. 


32.85 


27 


2.6 
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closer investment control, directed towards the improve- 
ment of the regional pattern, is a major goal of the 
Italian plan. The specific instruments for the 
industrialization of the South are, at present, essentially 
three : the public corporations, the setting up of indus- 
trial estates, and the system of investment grants and 
fiscal and credit facilities. The present system is openly 
recognized as insufficient by government authorities. 
Under a bill laid before Parliament but not yet enacted, 
the major enterprises are requested to communicate to 
‘the Ministry for Economic Programming their invest- 
ment programmes and the sources for financing them. 
However, pending the enactment of the bill, the Govern- 
ment is expected to start in the coming months “a 
dialogue ” with enterprises with a view to increasing the 
volume of investment in the South. The aim is the 
implementation of “blocks of integrated investments ” 
to be carried on in specific development areas so as to 
create sufficient external economies for self-sustained 
growth.18% 

Fiscal incentives to investment have become very sig- 
nificant in the United Kingdom, perhaps more so than 
elsewhere. But they are essentially general rather than 
selective as between branches of industry. Informal con- 
sultation between government and industry to focus the 
attention of managements on the long-term view is, 
however, an important part of the work of the Economic 
Development Committees set up in most industries. A 
more balanced regional development is also a major 
feature of the plan—and of government policy; the 
fiscal and other incentives to investment are strongly 
biased in favour of the regions with above-average 
unemployment.1*4 


Consumption 


It is a feature of all the plans that private consump- 
tion is projected to increase more slowly than gross 
national product. (This also applies to past history in 
Belgium, France, Ireland, Italy, Norway and Sweden, 
but not in western Germany, the Netherlands or the 
United Kingdom, where the share of private consump- 
tion has been increasing slightly — see Table 20.) The 
smaller projected rise in private consumption is marked 
in Ireland, the Netherlands, Norway, Sweden and the 
United Kingdom. 


If it may be assumed that household incomes, before 
tax, can be expected to rise at the same rate as gross 
national product, then the projected fall in the share of 
consumption may come about automatically by an in- 
creased savings ratio as incomes rise (a very small fac- 
tor) or through an increased average tax ratio as a 
result of the existing tax progression (also rather small 


zee Following a detailed study sponsored by the European 
Economic Community, the first experiment was undertaken some 
years ago in the Apulia. The project met with a number of difficulties 
and no sizeable results have been so far achieved. Recently 
however, the project has been resumed, in a modified version, with 
the promised participation of some of the major Italian industrial 
groups (public and private), 

в Indeed the incentives are so effective that complaints are now 
arising about the closing of establishments, and creation of unem- 
ployment, ш more prosperous areas (usually in connexion with 
reorganizations of activity following the recent wave of mergers). 


in most countries). Some comments follow in the next — 
section about the extent to which this problem of finan- — 
cial balances is covered by the plans. we ti 

The plans concentrate on forecasting the pattern | 
of private consumption, within the aggregate derived | 


from the macro-economic projections, rather than 
“planning” it. These forecasts, derived from consumer 
demand analysis, are mainly required for the detailed 
projections of output and imports. Similarly, attention is 
given, notably in the Dutch projections, to the develop- 
ment of relative prices implied by the productivity and 
income projections. There are, however, few suggestions 
in the plans of policies to influence this pattern (e.g. 
through altering the structure of relative prices by 
changes in indirect taxes or subsidies). 

The inter-relations between the trends of private and 
public consumption are not explored in detail. It will be 
seen from Table 20 that in most countries, public con- 
sumption 185 is projected to increase significantly faster 
than private consumption; public consumption in the 
table, however, includes both military and civil expen- 
diture, which are not always separated in the plan re- 
ports. The projected increase in public consumption in 
France, at 5.3 per cent a year, is slightly greater than in 
private consumption, and appreciably faster than in ear- 
lier years. The rates of increase projected are about the 
same for civil as for military expenditure. In the Nether- 
lands, by contrast, public consumption is projected (as in 
the past) to increase substantially less than private con- 
sumption or than GNP. In the United Kingdom, too, 
public consumption is projected to increase by 3.0 per 
cent, slightly less than private consumption (3.2 per 
cent) or than GNP (3.8 per cent) ; however, this is the 
result of an expected negligible increase in defence ex- 
penditure while public civil consumption is projected to 
increase by 4.0 per cent annually. 


Southern Europe 
Investment 


Fixed investment is planned to continue to increase 
faster than gross national product in all the four southern 
European countries here examined (Table 20 and 23). 
However, the investment effort, except in Turkey, 
should be somewhat less intense than in past years. In 
Turkey, an investment growth of 11 per cent per year is 
planned. Domestic savings are projected to increase from 
18.6 per cent of gross national product in 1968 to 
22.6 per cent in 1972, in order to fulfil the investment 
target. Turkey intends to lift substantially the still low 
investment ratio, and to bring it above 20 per cent 
— near the level prevailing at present in most of western 
and southern Europe. 


By comparison with Turkey, the-other three southern 
countries envisage both a slower rate of growth of in- 
vestments and a narrower margin between investment 
and output expansion. The investment ratio should in- 
crease only moderately in Greece and Spain in the plan 
period in comparison with the first part of the nineteen- 


185 General government current ex i i 
penditure on goods and services 
at constant prices. It must be recognized that methods of deflating 
public consumption cannot be free from ambiguity and that the 
methods adopted vary between countries. 


sixties. | ока! shows a larger increase between the 
two periods, partly reflecting the expansion which has 
already taken place. 


_ Incremental capital output ratios should increase 


‘somewhat in Portugal, Spain and Turkey and, somewhat 
‘surprisingly, should decline in Greece.!®* Virtually the 
‘same kind of reasons are given for expecting a some- 
what higher ICOR; the increasing capital intensive 
character of economic development and the lesser scope 
for “bottleneck liberating investments”. The expected 
ICORs (slightly above 3) remain, however, rather low in 
‘comparison with historical experience elsewhere; their 
achievement will hardly be possible if full use of capital 
resources is restricted by rising costs or balance-of-pay- 
ments difficulties. 


__ Figures on the investment pattern by industrial use are 
complete only for Greece and Portugal. In Portugal, the 
major change expected is a large reduction in the share 
of investment in dwellings; although the number of 
dwellings built should increase, it is hoped to keep down 
costs by rationalization in construction and by prefer- 
ence to low-cost dwellings. In Greece, the manufacturing 
sector, which still absorbs a very small share of total 
Investments by comparison with the other southern 
European countries, should slightly increase its weight. 
This tendency may help to explain the decline in the 
global ICOR expected by Greek planners, though the 
planned target still appears particularly optimistic. 


As in the industrial countries, rather different ap- 
proaches are taken in the four southern countries to the 
promotion and control of investment. 


In Spain, where the expected increase of investment is 
rather modest, it appears that the problem is not con- 
sidered acute for the present plan. Government author- 
ities will continue to try to influence the industrial and 
regional pattern of investment with the instruments 
already in use. These include the “concerted action 
agreements ” 187 and the creation of industrial estates. 
The industrial public corporations also provide another 
potentially very powerful instrument. In Turkey the 
Government has an even more direct control of industry 
than in Spain, through the state enterprises. The public 
industrial sector accounts for nearly 40 -per cent of total 
investment in manufacturing and, during the present 
plan, will have the difficult double task of stimulating 
the whole industrial development while adopting more 
cost-conscious policies. 


In Greece the Government’s capacity to influence the 
growth and pattern of industrial investments rests largely 


186 Expected incremental capital output ratios in agriculture and 
industry (mining and manufacturing) in the plan period are as 
follows: 


Agriculture Industry 
СНЕС st ems ° 2.4 E.Z 
Portugal. 5 «+ 5.6 2.0 
Turkeys oie 3 +2 23 2.1 


187 The system offers credit and fiscal advantages to enterprises 
which undertake to fulfil certain targets in the plan for production, 
exports, employment, plant modernization, etc. During the previous 
Spanish plan, the results have been rather disappointing (except in 
certain cases, e.g., the steel industry). The system 1s in some ways 
analogous to the “ quasi-contracts ” and “ programme contracts 
used in France. 


on fiscal and credit incentives, in particular on the 
control of industrial credit which is mainly derived from 
public institutions. By contrast, the share of public in- 
dustrial corporations will continue to remain negligible ; 
97 per cent of total investment in manufacturing during 
the plan period is to be carried out by private enterprises 
(including the investments of the Greek Bank for Indus- 
trial Development). The Greek authorities expect that 
foreign enterprises will continue to make a considerable 
contribution to industrial development. In Portugal, as 
in Greece, the role of public industrial corporations will 
continue to remain marginal, but the Portuguese Gov- 
ernment, in addition to the usual fiscal and credit incen- 
tives, exerts a direct control on the capital market.1%* 


(v) The public sector and the financial balance 
of the economy 


Industrial countries 


It might be expected that the analysis of fiscal policy in 
the widest sense, covering the whole expenditure and 
revenue of public authorities, would occupy a central 
position in medium-term plans; this is partly because 
fiscal policy is generally regarded as a principal instru- 
ment for implementing plans, partly because of its im- 
portance in maintaining financial balance within the 
economy, and partly because a medium-term рго- 
gramme for the development of public services, whether 
in the economic or social field, should be itself a central 
feature of any purposive planning in a market econ- 
omy.1®° Moreover, the government and the public might 
reasonably hope to obtain from an overall economic 
projection at least some general guidance for the future 
direction of taxation policy. 


In fact, several of the plan reports display a marked 
reticence about these questions. This caution reflects 
unwillingness on the part of some governments to com- 
mit themselves publicly to projections of their own 
operations. As pointed out above (section (i)) govern- 
ments cannot in fact make firm commitments about the 
whole range even of their own operations since these 
must continue to be influenced by other variables in the 
economy outside government control. Projections of gov- 
ernment operations may become “ hostages to fortune ” 
potentially more damaging — since their necessarily con- 
ditional nature may not be fully understood — than the 
other elements in a plan. 


The differences in presentation between the national 
plans are nowhere more marked than in the field of 
public finance. These differences are due partly to 
differences in approach to the delicate problems of strat- 
egy outlined above, partly to the differing preoccupa- 
tions of the governments concerned and partly to the 
differing purposes of the plan publications — some being 
regarded as statements of public policy, some as studies 


188 Under a law of 1959, enterprises must submit for government 
approval all issues which exceed ten million escudos. 


189 Some governments which have not embarked on full prejec- 
tions for the economy as a whole have drawn up medium-term 
budget projections for three or four years ahead: Austria, Denmark, 
Finland and western Germany. These projections presumably were 
made in the light of some general appreciation of the future of the 
economy as a whole. 


Cae ee 


or surveys intended as а basis for policy rather than as 
policy declarations. ceed gue dees 
_ Because of the differences in detail and presentation, 
it is impossible to provide a comparative statistical anal- 
ysis of all the projections. Table 24 contains an overall 
picture of public finances where it can be derived from 
the plan reports, but it must be read in the light of the 
comments which follow. ; 

The French plan enters into more detail than the 
others in its projections for the public sector; expen- 
diture projections are provided under very broad cate- 
gories for both current and capital account, and there is 
a substantial discussion of possible tax developments 
indicating some general directions for policy. Total ex- 
penditure is projected to take an additional 5 per cent of 


domestic output (defined as in the French national ac- . 


counts) between the periods of the fourth and fifth plans 
(Table 24).1® This would not quite be matched by the 
increase in revenue so that the small surplus of public 
savings would disappear. This calculation, however, 
implies certain assumptions about tax policy. Indirect 
taxes are projected to increase in line with national 
output, and direct taxes on households, allowing for 
progression, somewhat faster. But it is felt that the tax 
ratio on corporate profits should not increase because of 
the risks to international competitiveness and to invest- 
ment, and that, for the same reason, the recent increase 
in employers’ social security contributions should be 
checked. The discussion of tax structure is in this way 
linked with the desired shifts in relative income, and to 
the efforts towards “ planification en valeur”, of which 
the targets include an increase in the savings of enter- 
prises in relation to the development of the wage and 
salary bill; more resources for the self-financing of 
enterprises (public and private) are regarded as neces- 
sary for the continued growth of investment. 


France: Fiscal receipts as percentages of domestic output 
(French concept) 


1960 1965 1970 


Total fiscal receipts ....... 36.3 41.6 42.7 
of which: 

Е Ра has ae ea as 6.9 2 8.2 

indireet faxes о лет 18.4 20.5 20.2 

Social security contributions 11.0 13.9 14.3 
Direct taxes paid by households as 

percentage of their consumption 6.1 7.2 8.7 
Taxes on companies as percentage 

of their gross profit. ..... 19.4 19.1 18.7 
Employers’ social security contribu- 

tions as percentage of gross wages 

and salaries paid ....... 24.5 28.7 29.5 


Source: “Rapport technique sur le У Plan”, Etudes et conjoncture, Мо. 5 
Мау 1967. 


On the expenditure side, the French policy of “la 
vérité des prix” should allow the rate of increase in 
subsidies to enterprises to be cut from 13 per cent a year 
(1960-1965) to 6 per cent a year during the plan period, 
and for some slowing down in the rate of increase of 
social benefits. 


ae Total expenditure would rise by 5.9 per cent a year during the 
plan period, but it rose by 7.8 per cent a year between 1960 and 1965. 


“Less detailed information is given in the Italian plan 


coe У 


to 33 per cent of gross national product in the plan 


period as against 31 per cent in the first half of the | 


nineteen-sixties. Severe limits have been put to the ex- 
pansion of current public expenditure for the payment 
of wages and salaries, while other purchases of goods 


ев 
Fiscal receipts have been calcula ted to rise 10 per cent 
‘faster than incomes. Thus, total receipts should amount 


and services, still a small item, should increase by 7 per — 


cent per year. Gross savings of the public administration 


should remain very much as in the pre-plan period, but — 
the programmed expansion of capital expenditure | 


would lead to a considerable overall deficit. Indeed, the 
“ending capacity of the market ” seems to have set the 
limit to capital expenditure. Whereas direct: public in- 
vestment, in spite of the emphasis put upon it by the 
plan, will not account in the plan period for a bigger 
amount of gross national output than in the past, the 
volume of capital transfers should increase considerably. 
These include all fiscal incentives given by the state to 
agriculture in the whole national territory and to the 
other various productive activities (especially, but by no 
means only) in the South. The wide use of fiscal incen- 
tives to influence the pattern of activity in agriculture, 
industry and tourism is a specific feature of Italian 
planning. Although these policies have more recently 
been subjected to some criticism, the plan provides for 
capital transfers amounting to 3 per cent of gross na- 
tional product to be financed through the capital market. 
This implies that 16 per cent of “ private” savings (sav- 
ings of corporations and households) should be chan- 
nelled through the Administration and returned to the 
economy in the form of fiscal and credit incentives. 


The Norwegian plan also pays attention to the place 
of the fiscal budget in the financial balance of the econ- 
omy. Because of the autonomy and importance of local 
authorities, they are regarded essentially as institutions 
whose operations the Central Government can in- 
fluence, but not directly control. The plan strategy 
concentrates on the Central Government. The general 
fiscal policy adopted is that Central Government tax 
receipts should remain a constant share of national prod- 
uct. Because of tax progression, this would allow peri- 
odical reductions in tax rates. Allowance must be made 
for a small increase in the Central Government’s net 
financial investment, required (in addition to a more 
significant increase in the surplus of social security 
funds) for financing through the state banks the ex- 
panded housing programme. Thus total Central Govern- 
ment expenditure, excluding loans, should increase 
somewhat less than tax receipts or than national prod- 
uct; in fact, because of the rising relative prices of 
Government expenditure, this means that the share of 
real Central Government expenditure in national prod- 
uct should decline арргеслаЫу. 191 


For Sweden, the plan report includes a projection only 
for public consumption and the general fiscal problem is 
not explored in detail. But a subsequent report com- 


191 For the 1966-1969 plan, a detailed Government budget was 
prepared for internal use. It has now been decided that a similar 
мА va be prepared for the next medium-term plan, and will be 
published. 
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TABLE 24 
Receipts and expenditure of the General Government 


Percentage of gross national product 


Capital expenditure 


Surplus or deficit ( —) 


: Current Cu G 
Country and period ет ре о а of which : Asa _— As a percentage 
Total Gross fixed | percentage of “ private” 
investment | of GNP gross savings ? 
(0 2 
Pants: (2) (4) (5) (6) (7) 
1960-1965 : : 2.9 0.3 1.4 
1965-1970 че. 48.1 44.5 3.64 3.6 — 0.1 
Italy 
1958-19652. Е. 4.1 3.0 ГО 4.7 
1966-1970... 6.1 3.0 —3.4 16.4 
Netherlands 
1958-1965 5..0. 6.8 —2.0 95 
1965-1970 а 6.5 —3.9 
United Kingdom 
1958-1964 46. 4 3.4 —0.8 5.4 
бо. Г. 27 
Greece 
алая с 


1968-1972 


ay Sits К 


. Sources: United Nations Questionnaires on national accounts statistics; 
national plans. 


@ Gross savings equal net savings of General Government (current receipts less 
current expenditure) plus provisions for the consumption of fixed capital by the 
eS and government enterprises (General Government only 
or Italy). 


b Households and corporate enterprises (private and public). 


missioned by the Government discusses in some detail 
the whole problem of securing a financial balance for the 
economy, and for each major sector, consistent with the 
real flows of goods and services implied by the 
plan.1®? This report indicates the circumstances in which 
tax rates might require adjustment to secure financial 
balance, and the probable need for changes in the pat- 
tern of financial flows. 


A fairly detailed programme for public expenditure 
of the central Government and local authorities, and 
covering also the capital expenditure by the nationalized 
industries, is given prominence in the plan for the 
United Kingdom, where methods for establishing, and 
controlling, overall public expenditure programmes over 
a number of years have for some time received con- 
siderable attention. The principle laid down was that 


192 В. Kragh, Financial long-term planning, National Institute of 
Economic Research, Stockholm 1967. A special problem will arise 
in Sweden because of the concentration of future flows of savings in 
the funds of the National Supplementary Pension Scheme. 

193 Pyblic expenditure: planning and control, Cmnd. 2915, 1966. 
Published shortly after the National Plan, this White Paper des- 
cribes the programme in more detail and the machinery for coordina- 
tion proposed. It is intended that the medium-term programme for 
public expenditure, including investment by the nationalized indus- 
tries as a whole, should be reviewed and revised annually, while 
preserving a general pattern in accordance with priorities determined 
for longer periods. 


С French national accounting concept. Data according to the SNA for the period 
foes 36.7 per cent for current receipts and 32.3 per cent for current expen- 
iture. 


@ Net saving. 


е Excluding interest on public debt. The corresponding figure for 1958-1964 is 
25.8 per cent. 


the expansion of total public expenditure, in real terms, 
should be limited to 4144 per cent annually (against the 
planned 3.8 per cent increase in national product). In 
fact, public expenditure has increased rather faster than 
envisaged, although output has increased less, and the 
cuts in the current programmes made after devaluation 
partly represent a return to the original path laid down 
in the plan.1*% 


Although more detailed than most on the expenditure 
side, the British plan does not provide any detailed 
statistical projections for public revenue or for the finan- 
cial balance. It suggests in general terms that at current 
rates of tax, and with reasonable assumptions about the 
course of incomes and private savings, the requirements 
of financial balance for the economy should be met. 
Among the countries which provide relatively little detail 
on public finance is the Netherlands ; this is justified by 
the statement that to give a single figure (for expen- 
diture or for the tax burden) could give “too much the 
impression of a fixed programme ”.195 The report in- 


194 See page 75 of this chapter. 


195 De Nederlandse economie in 1970, p. 44. The report adds that 
“a breakdown of expenditure by departments or by functional 
categories (education etc.) is, however, omitted. In the present 
scheme, in fact, departmental policy is not yet involved ”. (Ibid., 
p. 46.) 
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cludes, however, а discussion of alternative hypotheses 


for the general level and structure of taxes and, conse- 


quently, for the room for manoeuvre in the budget (that 
is for the extent to which expenditure could be in- 
creased or tax rates reduced). | 

Of the other plans reviewed here, the Irish plan con- 
tains fairly detailed projections for public investment as 
an important strategic instrument of development, but 
only aggregates for current expenditure. The tax yield 
on existing rates is calculated and related to the need 
for a budget surplus implied by the projections for 
investment and private saving. The Belgian plan report 
again is confined to general aggregates for public ex- 
penditure. 


Southern Europe 


The southern European countries consider the whole 
public sector of the economy in their plans ; all public 
corporations, including those in industry, fall into this 
broad category; this sector is then compared with the 
“ private sector”. But classifications differ widely from 
each other, and significant inter-country comparisons are 
not possible from the published data. 


In Greece (where a summary projection on General 
Government is given) government savings are planned 
to be a smaller proportion of GNP in the plan period 
than before; and lower also than the projected expen- 
diture on capital account. The global deficit of the public 
sector, and its financing, are shown in the following 
table : 


Greece: Savings and investments in the public and 
private sectors, 1968-1972 
Average annual 


rate of change 
(1968-1972) 


As percentage of 
total investment * 


1. Public sector 


Gross investment#>? ..... 30.3 14.0 

Saving Cry Levi Jee cee 12.0 26.7 

Borrowing (—) or lending (+). — 18.3 8.3 
2. Private enterprises 

Gross investment? ...... 39.0 10.5 

ОН hak. ge ks 19.7 9.8 

Borrowing (—) or lending (+) . = 19:2 11.4 
3. Households 

Gross investment? ...... 30.7 10.8 

Savings saeeey eee bog aks а 58.3 10.9 

Borrowing (—) or lending (+) . + 27.6 11.1 


4. Net borrowing from the rest of 
the World. ла. Ser, — 10.0 6.2 


@ Including changes in stocks. 

b Including changes in monetary reserves. 

¢ Taking into account capital transfers through expropriations. 
* Equal total domestic savings plus net borrowing. 


The public sector should thus account for 30 per cent 
of total investment, but for less than 12 per cent of 
domestic savings. There should thus be a large transfer 
of funds from households to both the private enterprise 
and to the public sector. To facilitate the flow of funds, 
from households to private enterprises and to the public 
sector, a series of measures to strengthen and improve 


the functioning of the credit system and capital market is 
outlined in the plan. | | Я: 

In Portugal, gross savings of the public sector in the 
plan period should amount to about a quarter of total 
savings (much more than in Greece) but their rate of 
increase is expected to be only 6 per cent per year (as 
against 13 per cent for private enterprise savings and 
22 per cent for household savings). Since no comparable 
figures are given for investment, it is not possible to 
derive the resulting surplus or deficit of the public sector. 
However, it is stated in the plan that a great part of 
public savings will be allocated to aid for overseas prov- 
inces (about 12 per cent) and to finance extraordinary 
military expenditure, which is not included in the cur- 
rent expenditure of the public sector. 

Public investments are particularly important in 
Turkey where they constitute a full half of total invest- 
ment. From the following table, two main features stand 
out. First, public investments are expected to grow 
somewhat more slowly than private investments in the 
course of the plan period. The Turkish authorities ex- 
pect a more rapid expansion of the private sector of the 
economy. Second, net public borrowing from the private 
sector should disappear by 1970, and thereafter the 
public sector should be-more than self-financing. This 
target implies that reorganization of the state enterprises 
will be pursued vigorously. The plan does not include 
specific measures in this respect ; they will presumably 
be contained in the annual programmes. 


Turkey: Public investments and public savings 
(Millions of Turkish lira and percentages ) 


Annual 
rate of 


growth 
1967 1968 1969 1970 1971 1972 1967-1972 
Public investments as 
percentage of total 
investments . . . . 53.3 52.7 51.9 51.7 52.3 50.7 — 


(Million Turkish lira) 
Public domesticsavings 7.6 8.6 9.7 11.4 13.8 15.2 14.9 
External savings ac- 
cruing to the public 
ЕО a. une ae 11 1 12 12 №0 10 — 
Total public savings 8.7 9.7 10.9 12.6 14.8 16.2 13.2 
Public investment ex- 


pendifure: а. 9.0 9.9 10.9 12.2 13.9 147 10.3 
Net transfers to the pri- 
vate sector .. .-.—-0.3'-0.22 — 0.4 09 15 — 


(vi) The foreign accounts 


Industrial countries 


All the plan reports emphasize the difficulty, if not the 
impossibility, of setting the projections of the foreign 
accounts on a firm foundation. The difficulties are inten- 
sified by the expected further dismantling of trade bar- 
riers and the uncertainties of economic integration. Yet 
in some countries, the validity of the whole plan is 
recognized to rest upon the growth of external demand. 
Especially in the smaller countries, not only the balance 
of payments but the growth rate itself depends as much 


г 


on the external environment as оп any internal factor. 
The basis for statistical projections is naturally weakest 
for exports, since a large proportion of imports — mate- 
tials, fuel and food — is necessarily tied fairly closely to 


_ Фе projections for output and domestic expenditure, 
_ particularly in the large countries. The projections are 
basically made at constant prices, but France, the 
_ Netherlands, and the United Kingdom all make some 
allowance in projecting the balance of payments for 


а 


_ some improvement in their terms of trade.1% 


It is notable that each of the seven industrial countries 
for which detailed foreign trade projections are at- 
tempted in the plans projects a slowing down in the rate 


_ of growth of the volume of merchandise imports (see 


Table 25, where the available projections for both trade 


and the total balance are compared with the recent 


past). Except for the United Kingdom, this is partly 


_ explained by the slowing down of growth rates. But 


the ratio of import growth to GNP growth — the 
“propensity to import” — 1$ also expected to fall in 
every country (see text table below). This propensity 
was between 11% and 2 in the industrial countries in the 
pre-plan years (except in Italy where it reached 
nearly 3), being lowest in Norway, Sweden and the 
United Kingdom. It is expected to fall by up to half a 
point in all countries (more in Italy).1°" The justification 
for this general decline in the propensity to import is 
probably that trade expansion, especially in manufac- 
tures, during the early 1960s — continuing the trend of 
the 1950s—was deeply influenced by economic inte- 
gration and general liberalization of trade, factors whose 
influence may be expected to diminish in force. 


Yet the logic of this argument is hardly applied to 
exports. For although some industrial countries also 
envisage a slowing-down in the growth of export vol- 
ume (Belgium, Italy, Netherlands, Norway and Sweden, 
but not France or the United Kingdom), the expected 
slowing down is much less marked than in imports 
(except. in Italy). The “propensity to export” is no- 
where except in Italy expected to be much reduced. 
The United Kingdom’s plan, the only one to show a 
strong acceleration of export growth, displays an in- 
crease in the propensity to export from well below to 
only a little below the average for the other industrial 
countries, accompanied by a large fall in the propensity 
to import. The French Fifth Plan, too, incorporates 
some reduction in the propensity to import but a modest 
acceleration in exports as compared with the period 
1958-1965 (although at that time French exporters were 
benefiting greatly from the spurt in exports induced by 
devaluation). 

For some countries, therefore, the plans envisage sig- 
nificant shifts in real resources. These can best be illus- 
trated by the implied changes in the current balance of 
goods and services as percentages of the gross national 


196 For example, the United Kingdom assumes a 3 per cent 
improvement in the terms of trade between the base year 1964 and 
1970 (retaining the terms of trade of July 1965 when the plan was 
drawn up). 

197 The expected rate of increase in Italian imports during the plan 
period (10 per cent a year) is very high but less than in the pre-plan 
period (15 per cent a year in 1958-1965). 


(Growth of merchandise imports or exports in volume 
as ratio to growth of GNP) 


Imports _ Exports о _ 
Pre-plan® Plan period Pre-plan® Plan period 
а АМ ог 2.2 1.85 ae 1.96 
О vt dal tees eee 2.1 1.8 1.6 1.8 
у <r) 2 ie 2 1.4 
Italy eer ee eee 2.8 2.1 3.0 1.8 
INetherlandsi® с ее 1.9 1.5 1.6 1.7 
INOTWwayr ics, 3 Se tes 135 1.0¢ 1.8 1.5 
Sweden esse. Oe eet 1.7 1.2 1.8 1.6 
United Kingdom 1.6 el 1.1 1.4 
бо а ke es 1.9 1.3 1.9 1.4 
Portugal 2. 2 1.0 1.5 0.9 
Браше асе el 1.5 0.8 Del: 
Ку een ee 1.1 1.02 


Sources: Tables 20 and 25. 


@ i.e. 1958-1959 to 1964-1965 (or corresponding period in line D of Table 25). 
5 Goods and services. 


с Excluding ships (purchases of which are expected to be low in 1969) the import 
propensity would not be much less than in the pre-plan period. 


product from the average of the pre-plan period. Thus 
the Italian plan implies a movement approaching 1 per 
cent of GNP out of the balance of payments into domes- 
tic use. The Dutch plan implies a shift of 2 per cent of 
GNP into the balance of payments. Smaller changes are 
implied in the other industrial countries. 


The plans envisage substantial changes in payments 
balances on current account. The three countries which 
were in large current deficit in 1965, France, Sweden and 
the United Kingdom, plan for large improvements by 
1970 — France for an improvement of $300-400 mil- 
lion, Sweden for one of $100-200 million and the 
United Kingdom for an improvement of over $800 
million. Adding the smaller improvements hoped for by 
the Netherlands and Norway, the total saving looked for 
in these five countries comes to an improvement of the 
order of $144 billion. On the other hand, the Italian 
plan envisages a substantial reduction in the abnormally 
large current surplus ($214 billion) achieved in 1965; 
although no precise figure is given for 1970, the average 
surplus for the whole plan period is put at little over 
$100 million. In Belgium, too, a small reduction in the 
current surplus is expected. 


On the figures presented in Table 25, two of the 
countries show current account deficits in 1970 — France 
and Norway. In Ргапсе,198 this is because of increasing 
Government grants, mainly to the franc area; the bal- 
ance of goods and services shows a comfortable surplus. 
However, the Fifth Plan provides for a continuous, but 
diminishing, inflow of long-term capital, and it is not 
intended that foreign exchange reserves should be re- 
duced. In Norway, a deficit on current account, mainly 
associated as in the past with the overseas financing 
of new ships for the Norwegian merchant fleet, is 
expected to continue. 


198 The size of the future deficits shown for France in Table 25 
may, however, be overstated. The actual deficit in the base year 
(1965) for the Fifth Plan was substantially less than the forecast for 
1965 used when the Plan was being drawn up (see general note on 
Table 25). 


: в а Se eet СН 20а 290 21 529 SOS Os PA ai Meco) Saree pee 


Siete Ss lee а | -1051 -10 | 731 07 sa eles —563 - bes 
А 1958-1963... By в нем а -- 
1970: SS. 6.0 Е ae a me xi | ee a “oe eee 
ae = Я, Hee i —164 To —97 =42 62—24 
90 а Se we —44 —1.6 
Italy ¢ ; Ry 4-5} 
А 1958-1965...... 15.7 14.5 — 572 — 1.4 59 0.1 242 0.6 556 1.3 
19061970. = 9-10 10.5 — 870 1.5 oy ae | —145 02 129 0.2 
Об ae *. = 666 1.1 1 550 29 1896 3.3 2246 4.0 
ee 
Netherlands Se 
А 1958-1965 ие а 8.9 10.8 —740 5 53 0.4 205 LS, 197 1.4 | 
В 1966-1970...... 8.1 ТА — 922 —4.3 — — 172 0.8 
(CSC bias aa eres oer ets oie — 972 aye 152 —0.7 44 0.2 = 
О а a ВЕ — 858 360 111 0.5 ОИ 1.2 
Norway с 
А 1958-1965...... 10.1 8.6 — 591 =: 01:3 —78 —].5 14h ао —130 = 225: 
В 1966-1969 ...... 7.35 4.95 — 885 —8.9 —28 —0.3 КЕ z = PA! — 1-5 
Об ине a те —780 =d 11 —38 =0:5 
Обо. an ee —949 =) Ph 02 4 
Sweden 
A 1958-1965 ....... 8.8 8.3 —247 = 17 — 63 —0.4 —29 =0:2 —49 — 0.3 
В 1966-1970...... 6.6 5.2. —258 —1.3 та ES — 67 — 0.4 : 
о serteve: “3. С м — 386 гла я $x =212 = 1.2 
УВ oe ae Bee ee а ite — 154 —0.7 a a 29 0.1 
United Kingdom 
А 1958-1964...... 3.7 5.4 —2 358 —3.1 — 561 —0.7 506 0.6 3 0.0 
В 1965-1970. Se) 5.3 4.0 —3 266 3.1 —79 -0.1 
©1964: она 2. oe - —3 434 =e —1100 oa fee? 
191970 а Be AG —3 082 —2.7 625 0.5 
Стеесе 
А 1959=1965 2. 7.9 13.9 —504 -11.9 —462 — 10.9 — 379 — 8.9 — 187 —4.4 
В 1968-1972...... 10.8 9.7 —1 078 — 11.0 — 545 —5.6 AG oh — 238 а 
ея ng, орз 4: a3 —724 -10.7 —443¢ —6.0а oe Be — 246 = 
DS аа аа a ak —1300 —11.1 — 620 5.3 icc ot а —1.9 


..| 7.0% 240* 
| 1602 88° | 
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_ Sources: United Nations Questionnaires on National Accounts; United 

Nations, Monthly Bulletin of Statistics; national plans. 

@ Except when projections for all years of the period are given in the plans, the 
average for the plan period has been derived by interpolation of each component 
assuming constant percentage rates of growth. 

> Goods and services. 


к 1 


1 8 at а 


Е 


@ At “current prices ”. 


Note. — Data for series B, C and D have been taken from the various national 
plans. Data for series A (reference period) are from trade statistics and national 
accounts statistics and are not always strictly comparable with the estimates used 
in the plans. It should be noted that the figures for series C (generally 1965) given 
above are often provisional estimates or forecasts made at the time the plans were 


_ с Data for trade balance are f.0.b.-f.0.b. drawn up. Revised figures give the following results: 
_ @ 1967. 
° Balance of goods and services 
(including factor income) Current balance of payments 
As percentage i As percentage 
Million US $ of GNP Million US $ of GNP 
2 Belgium 141 0.8 —107 —0.6 
: France 806 @ 0.8 4 —175 — 0.2 
Italy 1 868 3.3 2 209 3.9 
Netherlands 1965 ....... 194 1.0 50 0.3 
Norway 196590. пл eae ee —184 —0.3 4 —108 — 1.5 
Sweden PIGS OMe све cya. —240 —1.2 —292 —1:5 
United Kingdom 1964 —384 —0.4 —1 100 —1.2 
United Kingdom 1965 —496 =0:5 —290 —0.3 


@ Excluding factor income. 


~ 
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So far as this calculation goes, the projected changes 
in the current balances of these seven countries between 
1965 and 1970 are not necessarily inconsistent. Much the 
same applies if only the merchandise trade projections 
are examined. The changes envisaged are much less 
marked if comparison is made between the average of 
the “ pre-plan” years and the plan objectives : the only 
very large change anticipated from the average 1958- 
1965 positions is the shift from approximate balance to 
a large current surplus in the United Kingdom, while the 
other industrial countries envisage increasing deficits (or 
reduced surpluses) or only minor changes. 

However, any judgement on the mutual consistency of 
the trade projections must also have regard to possible 
developments in at least two other countries — the 
United States and western Germany. Although no 
official projection is available for the United States, the 


United States objective of restoring its balance-of-pay- 
ments position should be taken into account by the 
planners: this objective may well imply a substantial 
improvement in the United States current account with 
western Europe. At the same time, western Germany 
experienced in 1965, exceptionally, a current deficit of 
$144 billion; the official objective in western Ger- 
many, so far as it has been defined, appears to be a quite 
small current surplus.1%° | 


199 For example, the 1968/69 report of the Council of Experts, 
“ Stabilitat im Wachstum ” (p. 149), refers to the view of the 
Ministry of Economics that a surplus on goods and services of about 
1 per cent of GNP (say $1-1'4 billion) is the right balance-of- 
payments target for the medium term “ corresponding to probable 
financial obligations ”. From this must be deducted some con- 
tinued net outflow of public and private current transfer payments 
(recently about $114 billion a year but probably diminishing in 
future). 


Moreover, а closer examination of the probable im- 


plications for flows of trade between individual coun- 
tries would probably produce a number of mutual incon- 
sistencies. In particular, the improvement in the British 
position must imply a substantial improvement with 
most of western Europe and would not in reality bear 
any particularly close relationship with a reduction in 
the Italian surplus. Indeed, the more plausible link in the 
projections, as compared with 1965, is that between the 
reduction in the Italian surplus and the recovery of a 
surplus by western Germany. The projected improve- 
ment in the British surplus— and any improvement ш 
the United States surplus with western Europe — could 
probably not occur simultaneously with all the improve- 
ments envisaged in the current accounts of the countries 
examined here. Furthermore, it is probably fair to say 
that while the governments requiring an improvement in 
the current balance will take steps to achieve it, those 
accepting a fall in their surplus— Italy and, as from 
now, western Germany — will not bend their efforts to 
secure such a reduction as a positive policy aim with 
quite the same enthusiasm. 

Simultaneous realization of the objectives would imply 
a very substantial increase in the current surplus of the 
United States and western Europe with the outside 
world. This in effect would imply a much more sub- 
stantial increase in overseas investment or aid than ap- 
pears to be contemplated.? 

This aggregation of foreign trade projections may ap- 
pear an academic exercise in view of more recent de- 
velopments, particularly the currency devaluations of 
1967. However, most of the policy objectives remain 
intact. Thus the devaluation of sterling might be re- 
garded not as destroying the basis for the plan, but as 
the method finally adopted for realizing the major ob- 
jectives. If the projections were now to be revised, differ- 
ent figures for 1970 would no doubt be adopted. For 
example, the British current surplus for 1970 would 
presumably now be put at nearer $114 billion than the 
$600 million in the 1965 Plan. But there is no reason to 
believe that the nature of the changes looked for in the 
pattern of national payments balances has been funda- 
mentally altered. 


Southern Europe 


For the four southern European countries, the bal- 
ance-of-payments objectives and the trade projections 
take a somewhat different pattern. Each of these coun- 
tries was in substantial deficit on current account during 
the pre-plan years — the deficit amounting to around 
1 рег cent of GNP in Spain and Turkey, 3 per cent in 
Portugal and 4 per cent in Greece. Greece, Portugal and 
Spain, like the industrial countries, plan for substantial 
reductions in the propensity to import (see text table 
above), most marked in Spain, and in all three the rate of 
increase in import volume is expected to slow down 
greatly. Only Spain expects any great increase in the 


ot The plans of the countries concerned touch only lightly on this 
subject. The United Kingdom envisaged a reduction in net long-term 
investment abroad to a negligible figure (official investment abroad 
about balancing an assumed net inflow of private long-term invest- 
ment into the United Kingdom). For France see the comment above. 


propensity to export, or in the rate of growth of ex- 

By the end of the plan period, Portugal hopes to 
achieve approximate balance on current account, while 
the plans for Greece, Spain and Turkey incorporate a 
continuing deficit (a substantially bigger deficit in Spain 
than the average of the past few years). 

In these three countries, imports are projected to ex- 
pand considerably less fast in the plan period than in the 
first half of the nineteen-sixties ; in Greece and Spain 
imports should also expand more slowly than exports. 
In Portugal and in Spain, an essential condition for the 
expected slowing down in import growth (and, partly, 
also for the expected export expansion) lies respect- 
ively in the faster development of agriculture and in the 
achievement of a better balance of output. In past years, 
the maladjustment of agricultural growth resulted in a 
big deterioration of the foreign balance for food pro- 
ducts. In Spain, for instance, the foreign balance for 
food products showed a surplus of $155 million in 


1960-1961 and a deficit of $514 million in 1966-1967. 


Such a tendency could be reversed in the case of Portu- 
gal only by a considerable acceleration in the rate of 
growth of agricultural output — which is indeed envis- 
aged in the р!ап.201 


In money terms the most substantial change envisaged 
in the total current balance is the improvement hoped 
for in Portugal (a gain of $300 million between 1967 
and 1973). But Portugal, as well as Greece and Turkey, 
count on significant increases in their merchandise trade 
deficits, which it is hoped to finance in part by rather 
large improvements in the invisible accounts (in spite of 
the increasing burden of interest on foreign loans). Thus 
the projections for Portugal include a 20 per cent a year 
increase in receipts from tourism (between 1967 and 
1973, at constant prices); in the Greek plan, too, the 
expansion of gross tourist receipts (at 25 per cent a year 
against 20 per cent a year in 1960-1966) is expected to 
offset the growth of the trade deficit. 


The Spanish plan, however, envisages a more modest 
growth of tourist receipts (10 per cent a year) ; the very 
rapid acceleration in projected exports against a great 
slowing down in the growth of imports still leaves a 
current deficit as large as $600 million by 1971. The 
devaluation of the peseta in November 1967 reduces the 
strong element of optimism inherent in the original pro- 
jections. 


For financing the current deficits envisaged at the end 
of the plan period, in Greece, Spain and Turkey the 
plans imply the continued inflow of foreign capital. 
The net inflow of foreign capital during the whole 
plan period is projected at $1.3 billion in Greece 
(where foreign exchange reserves should increase by 


201 An encouraging point for the future export development of the 
southern European countries is the rapid increase of manufactured 
exports in past years. They increased at an annual rate (in value) 
of 16 per cent in Spain between 1960-1961 and 1965-1966, at a rate 
of 20 per cent in Greece and of 14 per cent in Portugal. Exports of 
manufactured goods are still of minor importance for Turkey. Con- 
tinuance of these rates of expansion must depend partly on the 
resumed expansion of the industrial economies, but also on con- 
tinued liberalization in commercial policy in the industrial countries. 


no estimates are available of the — 
change in the volume of foreign trade in the past. = 


$200 million) and at $2,250 million in Spain. In Tur- 
key, net foreign borrowing amounting to $1,248 million 
is required to balance the plan (including $468 million 
_ Юг debt repayment and an increase of $150 million in 
_ foreign exchange reserves). Less than 20 per cent is 


_ expected to be covered by the inflow of private capi- 


_ tal; the most substantial share is to be financed through 
official loans and aid. 


Legal status of the medium-term plans examined in this section 


Period of 
reference % 


1966-1970 


Country 


Legal status 


Officially endorsed by the Govern- 
ment in autumn 1967 and pre- 
sented to Parliament 


Officially endorsed by the Govern- 
ment and approved by Parliament 
as a law, November 1965 


Officially endorsed by the Govern- 
ment and presented to Parliament 
1964 — 1iow under revision 


Officially endorsed by the Govern- 
ment and approved by Parliament 
as a law, July 1967 

Study prepared by the Central Plan- 
ning Bureau in 1966 2 


Officially endorsed by the Govern- 
ment and presented to Parliament 
in September 1966 ¢ 


Study prepared by a Government 
Department in 19668 


Officially endorsed by the Govern- 
ment and presented to Parliament 
in September 1965 — projections 
subsequently renounced 


Officially endorsed by the Govern- 
ment in December 1967 


Officially endorsed by the Govern- 
ment and transmitted to the Por- 
tuguese Corporative Chamber in 
Autumn 1967; to be approved as 
a law 

Officially endorsed by the Govern- 
ment and transmitted to the Cham- 
ber — to be approved as a law 

Officially endorsed by the Govern- 
ment and approved by the Grand 
National Assembly as a law in 
July 1967 


1966-1970 


1964-1970 


1966-1970 


Netherlands . . 1966-1970 


Norway. . . . 1966-1969 


Sweden... . 1966-1970 


United Kingdom 1965-1970 


Greece 1968-1972 


Portugal 1968-1973 


1968-1971 


1968-1972 


Source: National plans. : Е é 
@ Both the initial and terminal years are included in the plan period. 


b Neither officially endorsed by the Government, nor presented to Parliament. 

с Revision of Long-term Programme 1966-1969 (St. Meld., No. 13, 1966-1967). 
The original long-term programme 1966-1969 was prepared by the Labour 
Government and presented to Parliament in April 1965. (St. Meld., No. 63, 
1964-1965.) 
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5. Мот ON ExPoRT PERFORMANCE 


A comparative analysis of the development of manu- 
factured exports from 22 countries between 1959 and 


1965 


The export performance of a country during a given 
period of time depends on the initial commodity and 
market structure of its exports as well as on a number 


of economic and institutional factors such as price, qua- 
lity, delivery conditions, commercial policies and 
various forms of co-operation between industrial firms. 
All other factors being equal, a country would be fa- 
voured to the extent that its main export commodities 
and markets experience a particularly rapid rate of 
growth. Conversely, the exports of я country would be 
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TABLE 26 | 3 
Comparison of export growth of the 22 countries and of the rest of the world by market ¢ 


Value in 1965 
($ thousand million) 


Specification 
ie Rest of 


EFTA? Glass I 


World EEC 


1. Exports from the 22 coun- 
tries of 87 commodity 
groups < 


26.8 


95.9 25.8 17.5 


№ а RRS а. © lees 


2. Idem, but excluding com- 
modities falling under SITC 


0 to 4° 85.4 22.8 14.9 24.2 


ee. ea fe 6 ЛИ е. 


3. Exports from the 22 coun- 
tries of all commodities fal- 


ling under SITC 5to8. .| 88.9 23.8 14.6 26.2 


4. Exports from rest of world 


of SITC 5 to 8 20.7 1.7 1.8 3:5 


5. Exports from world of 


SITC 5 to 8 109.7 2555 16.4 297 


6. Exports from world of all 
commodities, thus includ- 
ing SITC 9 and exports un- 
specified by destination. . 


186.1 46.6 29.3 50.6 


Export growth 1959 to 1965 
(Index : 1959 = 100) 


1 
Clade: Cae ©) World HEEE BETA ees ЕО 
22.2 3.5 182 248 191 178 136 199 
20.3 3.2 187 257 200 184 139 195 
20.5 3.2 180 256 200 178 139 188 
4.2 9.6 179 189 180 227 233 150 
24.7 12.8 180 250 198 182 149 158 
Ses 21.1 162 202 160 163 144 152 


Sources : United Nations, Monthly Bulletin of Statistics, March issue; United Nations, Statistical Papers, Series О, Commodity Trade Statistics; OECD, Foreign 


Trade, Series C, Trade by commodities. 
@ The coverage of markets given in the text. 


adversely affected by slow expansion of demand of its 
major customers and/or for its major export goods. 
Studies have therefore been made of “hypothetical ” 
exports, i.e. exports calculated on the assumption that 
the commodity and market structures do not change 
from the initial year to the end year of the period 
examined. The difference between actual export growth 
and hypothetical growth is then considered as an expres- 
sion of the effects of all other factors. 


Several studies of this type have been undertaken 
in recent years. The commodity analyses have, how- 
ever, usually been conducted in highly aggregative 
terms.” The present approach examines the effect of 
initial cominodity and market structures at a more disag- 
gregated commodity level,?°* using for this purpose SITC 


202 Kor an examination at a more disaggregated commodity level 
of the effects of commodity and market patterns on relative export 
performance in textiles see, however, Economic Bulletin for Europe, 
Vol. 19, No. 1, special article. 


203 As the comparison relates to the two years 1959 and 1965 and 
the Standard International Trade Classification was revised in the 
meantime, the less detailed earlier version had to be used. Besides, 
certain SITC groups (681, 842 and 893-899) were excluded because 
of changes in coverage. Furthermore, exports unspecified by destina- 
tion were excluded. This has particularly serious consequences for 
the United States. Special category exports excluded here because 
they are not given by market amounted to $716 million in 1959 and 
to $382 million in 1965. Including these, the growth of United States 
exports would have been 72 per cent, instead of the 81 per cent 
shown in Table 27. The coverage in relation to each country’s total 


> In rows 1 and 2 Finland is included with EFTA, but not in rows 3 to 6. 


с Excluding SITC 681, 842, 893 to 899. 


three-digit groups (yielding 87 different manufactured 
commodity groups), while the disaggregation by markets 
is restricted to five groups of countries. 


The exporting countries are all the 19 west European 
countries 204 (thus including Iceland, Turkey and Greece, 
which export extremely small amounts of manufactures) 
and, in addition, the United States, Canada and Japan. 
It would obviously have been desirable to include also 
the eastern European countries, as well as other major 
non-European exporters of manufactures, in order to 
cover total world exports of manufactures, but this 
proved impossible for lack of comparable trade statistics 
relating to both 1959 and 1965.2 


The five markets are: the EEC, EFTA (including 
Finland), the rest of Class I (remainder of western 
Europe including Yugoslavia, plus the United States, 
Canada, Australia, New Zealand, South Africa and 


exports of manufactures (defined as SITC Sections 5 to 8, plus those 
SITC groups in Sections 0 to 4 which are here considered as manu- 
factures) is indicated in that table. 


304 In this section, west European countries include the southern 
European countries as well as the industrialized countries of the 
region. 

205 The 22 countries accounted for about 83 per cent of total world 
exports, in 1965, of all commodities classified under SITC Sections 5 
to 8. The coverage for the selected commodities under SITC Sec- 
tions 0 to 4, here considered as manufactures, cannot be established. 


Japan), Class II (developing countries) and Class ш 
(centrally planned economies in Europe and Аза). = 


The method applied may be summarized as follows : 


_ @ The total exports of manufactured goods from 


each of the 22 countries and from these countries taken 


_ together (i.e. “ world exports”) in 1959 and 1965 were 
distributed by the five markets, by the 87 commodity 


groups and by the combination of markets and com- 
_ modities.2°° 


(ii) Total hypothetical exports of manufactured goods 
for each of the 22 countries were calculated on the 
assumption that each country maintained its 1959 share 


eof; 
A. total world exports ; 
B. world exports to each of the five markets ; 
C. world exports of each of the 87 commodity 
groups ; 
D. world exports of each commodity to each mar- 
ket" 


(iii) The actual growth of exports of each country 
from 1959 to 1965 was compared to the hypothetical 
growth of exports in the course of the same period 
according to each of the four hypotheses defined above. 
These comparisons were expressed as the ratio of the 
index of actual exports (1959 = 100) to that of hypo- 
thetical exports. Deviations from unity (or rather from 
100) indicate the extent to which actual developments 
failed to correspond to the relevant hypotheses. 


The ratios of actual to hypothetical export growth are 
considered as expressions of “export performance ” 
and are referred to hereafter as performance indices. In 
the case of hypothesis D, the ratio is also referred to as 
an index of “competitiveness”, a term which ought to 
be interpreted with care. 


First, it should be emphasized that the calculations 
apply only to competition between exports originating 
in the 22 countries. Thus, competition between exports 
of the 22 countries and exports of other countries is 
excluded from the analysis.2°° Moreover, obviously no 
account is taken of changes in the shares of the exports 
of the 22 countries in the total internal markets of 
importing countries ; the calculations are not concerned 
with competition between imports and domestic pro- 
duction. 

Secondly, the calculations consider demand for ex- 
ports as given. Thus for the 22 countries, taken as an 


206 This yields about 1,900 basic statistics. The original data are 
available for inspection on application to the secretariat. 

207 The (A) approach requires one parameter (increase in total 
exports of manufactures between 1959 and 1965 of the 22 countries 
taken together) applied to the 22 exporters, thus 22 operations; 
(B) requires 5 parameters, applied to the 22 exporters, thus 110 
operations; (C) requires 87 parameters, applied to the 22 exporters, 
1,914 operations; (D) requires 435 parameters, applied to the 
22 exporters, thus 9,570 operations (there are, however, several 
zero-entries and the actual number of operations is less than 9,570). 

208 Although exports of SITC 5 to 8 from the rest of the world to 
the Rest of Class I and to Class II increased substantially faster 
between 1959 and 1965 than such exports from the 22 countries, the 
low weight of the rest of the world in total world exports to these 
two markets meant that the qualification in the text above is of 


minor importance. 


_ aggregate, hypothetical export growth is equal to actual 


export growth. However, competition cannot be con- 
sidered simply as a struggle between exporters for 
shares in a specific market or between groups of ex- 
porters for shares in a global market. Competitive power 
consists partly in the ability to influence demand ; for 
example, through technological innovation. Thus, the 
changes observed in the distribution of world exports by 
commodity groups are partly due to factors originating 
on the supply side. 

Thirdly, competitiveness as measured in this note is 
influenced by government policies (some of which may 
be discriminatory) as well as by oligopolistic practices 
and various forms of organic and non-organic co-opera- 
tion between industrial enterprises across national fron- 
tiers.2°° In this context, account should also be taken of 
the existence of big international firms which control 
enterprises located in different countries. These firms can 
react to short-term changes in international demand 
patterns by shifting production between plants located in 
different markets. But they may also respond to more 
fundamental changes affecting international trade (e.g. 
changes in relative production costs or market access) by 
altering the international distribution of their productive 
capacity. While the resultant shifts in trade flows be- 
tween countries may give a reasonable indication of 
changes in different countries’ competitiveness, they do 
not necessarily reflect changes in the relative competi- 
tiveness of specific exporters in the various countries. 


Before presenting the main results of the calculations, 
it should be pointed out that even a disaggregation of 
manufactured exports into 87 commodity groups does 
not provide homogeneous commodities. It is, however, 
very unlikely that a higher level of disaggregation would 
yield significantly different results except for very small 
exporters. On the other hand, the broad market division 
adopted conceals significant differences in the exporting 
countries’ market orientation by individual countries. 
Thus, a higher degree of disaggregation might have 
yielded different results in the case of hypothesis B. As 
regards hypothesis D, however, the results are less 
affected by the use of five market areas only. 


A more serious shortcoming of the present investiga- 
tion is the use of two single years (1959 and 1965) for the 
comparison. Different results might well have emerged if 
the commodity and market effects had been calculated 
for each year of the period (1959 and 1965) separately 
and then aggregated, or, more simply, if two three-year 
averages had been used. Limitations of time and ге- 
sources precluded the adoption of these methods, of 
which the former would have had the additional advan- 
tage of providing a clearer picture of the process by 
which individual countries adapt their exports to chang- 
ing commodity and market patterns in world trade in 
manufactures. 

Finally, attention is drawn to the fact that the world 
indices used to calculate hypothetical export growth for 
individual countries include imports into the country 
whose export performance is studied. However, this 
simplification distorts the results significantly only in the 


20° Cf, the note on industrial co-operation in Chapter II below. 


TABLE 27 


Actual and hypothetical exports of manufactures from 22 countries, and performance indices * 
Values in million United States current dollars and indices 


Actual exports 


Country or 
group of countries 


1959 1965 


Value Share® Value Share? 


Belgium-Luxembourg . . . 2 662 91 5 200 92 
Frances sae et eae oe 4 653 97 8 085 98 
Western Germany 8 670 97 16065 97 
и ие 2248 95 6 068 95 
Netherlands ....... 2 492 96 4 545 97 
BEC fee Sees er ae cae 20 724 96 39962 96 
р Sas ores? Es 855 98 1 348 97 
Denmark) мо. 603 97 1 224 96 
Pinlands: accumsan Gos 727 100 1312 99 
а ca cies, И Е 619 97 1 143 98 
Рога све. 234 98 456 97 
ISWEOEI ns reer cha et 1 854 97 3 463 98 
Switzerland ....... 1 566 98 2 668 97 
United Kingdom ..... 8 293 97 11326 96 
БЕТА не. 14 750 97 22940 97 
я ие 25 98 69 99 
Teclandsy. око 5 91 21 98 
Treland@= ee tems esas -в 121 99 233 96 
Spall. santo cists. seat 263 96 569 95 
PUK CY tener stad вос 13 88 46 100 
Yugoslavia ....... 312 98 809 98 
Rest of western Europe . 737 97 17464 97 
Total western Europe . . | 36212 96 64648 96 
United States ...... 10 253 79 18509 93 
Сарамак я. зо 3 289 99 4 976 99 
араб ме сео. csi Ne 3 076 94 7 784 95 
Total for the above 3 coun- 
(ries Hit FES Е 16 618 86 31269 94 


Total for the 22 countries. 52 830 


Sources ; See Table 26. 


@ For an explanation of hypotheses A to О, see text. 


Performance indices 


bers 1965 
Ee - Actual growth divided by hypothetical: 


1959 = 100 


A B Cc D 
195 206 175 200 108 95 112 98 
174 178 182 175 96 98 96 99 
185 190 191 201 102 97 97 92 
270 187 185 196 149 145 146 138 
182 198 176 198 100 92 104 92 
193 190 185 194 106 92 104 99 
158 210 177 195 87 75 89 81 
203 188 177 191 112 108 115 106 
181 197 154 181 99 92 118 100 
185 196 165 172 102 94 112 107 
195 175 150 139 108 112 130 140 
187 196 171 182 103 95 109 102 
170 200 190 209 94 85 90 81 
137 174 188 178 75 79 73 77 
156 184 182 183 86 85 86 85 
278 189 77S 175 153 147 155 159 
440 203 144 163 242 217 306 270 
193 190 176 185 106 102 110 104 
216 177 155 151 119 122 140 144 
366 206 170 186 202 178 215 197 
260 188 166 184 143 138 156 141 
237 185 164 172 130 128 144 138 
179 188 183 189 98 95 98 94 
181 168 186 174 99 107 a7 104 
151 179 163 154 83 85 93 99 
253 158 171 148 139 161 148 171 
188 169 178 165 104 112 106 114 


2 The value of manufactured exports included in the present exeri.ise as a percentage of exports to world of SITC 5 to 8 plus the SITC groups from Sections 0 to 4 here 
included. Thus the difference between 100 and the percentage shown indicates the importance of the SITC groups excluded and of exports unspecified by destination. 


case of exporting countries which account for a relat- 
ively large proportion of world imports of manufactures. 
Thus, the British performance index would have been 
even poorer than shown in the present note if hypothe- 
tical exports from the United Kingdom had been cal- 
culated on the basis of world indices excluding imports 
into that country (which grew less fast than the average). 
For Italy and western Germany, the error is in the other 
direction. 


Main findings 


Total exports of manufactures (as here defined) from 
the 22 countries increased by 82 per cent in value terms 
between 1959 and 1965. The highest growth rates were 


recorded by the smallest exporters (Iceland, Turkey and 
Greece) and, among the major exporters, by Italy and 
Japan. In fact, all the less-industrialized countries 
achieved higher than average export growth of manu- 
factures. The United Kingdom experienced the smallest 
increase in exports of manufactures over the period 
(merely 37 per cent), followed by Canada and Austria. 
The other industrialized countries displayed a relatively 
uniform export growth, ranging from 70 per cent 
(Switzerland) to 95 per cent (Belgium-Luxembourg). 
(Denmark, as a predominantly food exporter in 1959, is 
not included here.) 

Performance indices according to hypotheses B (con- 
stant market share) and C (constant commodity share) 
are also given in Table 27. (See also Chart 3.) A coun- 


Cuart 3 


200 


(For explanations: See text.) 


try with a higher B than C performance index was 
obviously relatively more successful in offsetting an ini- 
tial market composition handicap than a commodity 
composition handicap (or, which comes to the same 
thing, less successful in exploiting an initial commodity- 
composition advantage than a market advantage). Such 
was the position of France, the United Kingdom, the 
United States and Japan, while in western Germany and 
Italy there was no difference between the two perfor- 
mance indices. The explanation is obviously that in 
1959 the first four countries exported relatively large 
values of commodities of which world exports grew fast 
between 1959 and 1965 to markets which did not in- 
crease imports very fast. 


Chart 3 shows that four countries (Japan, Portugal, 
Spain and Canada) had both unfavourable initial market 
and unfavourable initial commodity patterns, and that 
for three countries (Switzerland, western Germany and 
Italy) both the initial market and the initial commodity 
patterns were favourable. The favourable initial market 
pattern of most of the smaller industrial countries largely 
reflects a relatively high concentration of their exports 
in 1959 on the EEC countries, which was the most 
dynamic import market among the five markets specified. 


Thus in 1959 about 40 per cent of total exports of 
manufactures from Belgium-Luxembourg, the Nether- 
lands, Austria and Switzerland were destined for the 
EEC countries, and this explains their high position in 
Chart 3. On the other hand, Japan, Portugal, France, 
Spain and the United Kingdom (in descending order) 
had an exceptionally high export concentration in 1959 


Hypothetical growth 1959 to 1965 according to initial market (B) and 
commodity (C) composition 


on Class П countries (ranging from 55 per cent to 
36 per cent). Consequently these countries appear low 
in the chart. 


A comparison between performance indices A and C 
within each of the five markets shows whether a country 
had a favourable or unfavourable initial commodity 
composition of exports to a specific market (Table 28). 
The fact that, for example, the Belgian performance 
index (A) referring to exports to EEC was 110 and the 
performance index (C) for exports to the EEC was 112 
means that the initial commodity composition of Belgian 
exports to the EEC tended to be concentrated on the 
somewhat less dynamic EEC imports. In fact this situa- 
tion applied also to Belgian exports to three of the other 
four markets. Western Germany had the opposite initial 


‘ position with performance indices (A) higher than (С) 


indices except on exports to Class III countries. 


More generally : whenever a country has a perform- 
ance index under (C) in Table 28, which is higher than 
the index under (A), relating to exports to a specific 
market, that country has tended to adapt its initial 
export pattern according to the pattern of demand in 
the relevant market. Apart from Belgium, and disre- 
garding exports to Class III countries, Finland, Nor- 
way, Portugal, Sweden, Spain, Yugoslavia, Canada and 
Japan experienced such an adaptation of their export 
structures, whereas major exporters such as western 
Germany, the United Kingdom and the United States 
had the reverse experience. 


It follows from what has been said above that a 
comparison between performance indices (B) and (D) 


TABLE 28 


Performance indices by market ¢ 


“ Hypothesis А” 


Sepik gs Rest of 
Class I 
Belgium-Luxembourg . . . 110 78 78 78 
АО са 115 106 107 77 
Western Germany 103 97 98 94 
Е оо aif 6. 182 112 136 137 
Netherlands ....... 100 75 92 90 
BEC win caante ho eas 113 95 102 91 
Е о acs tars eee 62 128 72 84 
Denmark 2... soe es 84 134 107 103 
Тао | swe» ee 86 106 138 58 
INGEWAVa ные 73 101 101 128 
а seer none oe, ee 78 142 158 107 
WEGEN о Инь: & 82 108 104 84 
Switzerland ....... 66 113 101 105 
United Kingdom ..... 73 93 77 78 
BET Ate tec: cee ere 73 104 84 82 
[СЫ nd fas eas ee 142 163 124 166 
iceland geese ie Les 269 216 194 750 
rela meres ere wees Ae. eos 275 83 202 252 
Пра. 129 108 130 125 
Я ЕС 211 94 263 147 
Yugoslavia ies. = "2 sm 122 66 148 156 
Rest of western Europe . 137 88 142 143 
Total western Europe. . 100 99 93 88 
United аще. 101 118 109 105 
ананас Oe if! 74 86 106 
Japante. =. peat. Gees 166 141 154 15? 
Total for the above 3 
COUNENES =e Bes ecw 102 107 108 118 


Total for the 22 coun- 


“ Hypothesis С” 
Class 

mc mm tt ot 
54 112 84 78 79 66 
72 115 107 105 81 79 
73 98 89 91 90 84 
135 158 111 132 139 139 
145 100 78 89 91 113 
83 110 92 97 91 92 
81 71 128 70 84 86 
74 82 131 119 102 60 
80 104 131 193 68 65 
83 87 120 110 129 79 
54 97 173 220 132 86 
82 93 118 103 84 81 
72 65 104 94 99 63 
87 70 90 75 76 92 
81 76 110 82 82 Hef 
150 153 157 140 167 196 
98 600 272 190 600 72 
— 291 85 223 242 — 
97 154 126 162 143 79 
154 219 86 357 172 400 
170 139 78 156 185 146 
166 158 96 167 113 145 
89 100 98 90 88 89 
94 101 114 102 104 72 
55 72 87 103 104 102 
720 177 178 164 162 537 
363 103 112 112 118 294 


Sources : See Table 26, 


gives a weighted measure of this adaptation of the 
initial export structure to the pattern of demand in the 
five markets. In addition to the countries already men- 
tioned (and the comparison now obviously includes ex- 
ports to Class Ш countries), Austria, Greece, Iceland 
and Turkey also experienced such a positive adaptation, 
or (which comes to the same thing) their export рег- 
formance by commodities was above the average for the 
22 countries. 

However, before tackling the significance of export 
performance according to hypothesis D which, as was 
indicated above, may be considered as an indication of 
competitiveness in the broad sense, it appears relevant to 
point out the effects of regional groupings (EEC and 


@ For an explanation of hypotheses A and С, see the text. 


EFTA) on relative export performance. Chart 4 repro- 
duces the 22 exporters’ performance indices on the 
EEC and EFTA markets. Without exception the EEC 
countries performed better on the EEC market than on 
the EFTA market, and all EFTA countries performed 
better on the EFTA market than on the EEC market. 
Besides, an inspection of the chart appears to indicate a 
stronger push towards intra-EFTA trade than towards 
intra-EEC trade. This merely reflects the fact that in 
1959 intra-EEC trade was already more developed than 
intra-EFTA trade. Among the remaining countries, Ice- 
land, Spain, Turkey and Yugoslavia had substantially 
greater competitive gains on the EEC market than on 
the EFTA market, while Greece and Japan did equally 
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Cikar 4 


Export performance on the EEC market compared with export peffoniiniee 
on the EFTA market 1959 to 1965 
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200 
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(For explanations: See text.) 


well on both markets. The United States and Canada 
both did better on the EFTA than on the EEC 
market. 


Such performance indices have been calculated sepa- 
rately for 15 branches (shown in Table 29). Of the 
75 observations relating to exports from EEC countries, 
16 represent exceptions (performance better on EFTA 
than on EEC), in most cases relating to trade flows that 
in 1959 were small in absolute terms; and of the 
120 observations relating to EFTA countries there were 
15 exceptions (performance better on EEC than on 
EFTA), of which 5 were for Finland_and 3 for Portugal 
(but only one for Sweden and Switzerland and none for 
the United Kingdom), both of which in 1959 exported 
very little to EEC countries. Among the remaining nine 
countries there were 60 cases among the possible 135 
where export performance on EEC was better than on 
EFTA, 49 where export performance on EFTA was 
better than on EEC and 26 cases where exports in 1959 
and/or 1965 were zero. In the great majority of cases, 
good export performance depended on small initial 
exports. 


Some years ago the ECE secretariat made an analysis 
(not published) of relative competitiveness between 1952 
and 1959 of the same 22 countries and using an almost 
identical commodity breakdown to the one used in this 
exercise (but no breakdown by markets was then at- 
tempted). In Chart 5, performance indices according to 
hypothesis (C) (constant commodity shares) for the two 
periods 1952-1959 and 1959-1965 are compared. Yugo- 


EFTA 
—— 
50 200 25 


0 


slavia and Japan, which experienced particularly fast 
competitive gains in the earlier period, continued to 
make gains, albeit at a lower rate, while western Ger- 
many switched from a large competitive gain to a small 
loss. Canada and the United States improved their rela- 
tive competitive positions but remained below the aver- 
age for the 22 соипитез.? The United Kingdom had 
the worst record in both periods, and even deteriorated 
slightly in the second. If the establishment of the Com- 
mon Market had had effects on relative competitiveness 
of the individual exporters overruling all other effects, 
one would expect to see an improvement between the 
two periods in the overall competitive position of those 
EEC countries which export predominantly to other 
EEC countries, while outsiders which in 1959 were 
heavily dependent on exports to the EEC ought to have 
suffered a competitive loss. As the EEC effect is inter- 
mingled with a number of other effects (not least the 
EFTA effect), Chart 5 does not give a clear-cut picture. 
Thus, among the EEC countries only Italy and Belgium- 
Luxembourg improved their competitive positions be- 
tween the two periods (Italy only marginally) but four 
EFTA countries improved their competitiveness between 
the two periods. Only the deterioration of the overall 
competitive positions of Austria and Switzerland be- 
tween the 1952-1959 and 1959-1965 periods may with 
any plausibility be ascribed to the establishment of the 
EEC. 

210 As was observed above (see footnote 203), the competitive gain 


of the United States between 1959 and 1965 is partly fictitious, and 
simply reflects the change in recording special category exports. 
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_ СНАВТ 5 
_ Export performance 1959 to 1965 compared with export performance 1952 to 1959 


250 — 


100 


50 
50 100 


(For explanations: See text.) 


In Chart 6 actual export growth is plotted against 
hypothesis (D) (which, as was explained above, stands 
for the situation when each exporter retained its share 
in world exports of each commodity to each market). 
This hypothetical export growth varies significantly be- 
tween the individual exporters. Portugal, Japan, Spain 
and Canada had the most unfavourable combined com- 
modity and market pattern of manufactured exports in 
. 1959; Switzerland, western Germany, Belgium-Luxem- 
bourg and the Netherlands the most favourable. But as 
the chart shows, there is no tendency for countries with 
favourable initial export patterns to have increased ac- 
tual exports faster than countries with unfavourable 
initial positions. However, if Iceland and Turkey are 
neglected in this context,?! the remaining countries may 
be considered to fall into three strata: (1) seven 
less industrialized (Greece, Ireland, Italy, Japan, Portu- 
gal, Spain and Yugoslavia), (2) ten industrialized 
and/or developed countries, and (3) three “ outsiders ” 
in respect of export performance (the United Kingdom, 
Austria and Switzerland). Within each of these strata 
there is a strong positive correlation between hypothe- 
tical and actual export growth. 


Whereas it is possible to determine the dividing line 
between the first and second strata in economic terms 
(the first consists of countries either in the early stages of 
industrialization or with a lower per capita GNP than 
the others; all seven experienced vigorous industrial 


211 The rationale for this exclusion being that manufactured 
exports from these two countries are concentrated on a few groups 
only and therefore more liable to extreme annual changes than 
exports from the other countries included in the present exercise. 


150 


growth during the period and they also had lower labour 
costs than those in the second stratum, hence their 
competitive advantage), the dividing line between the 
second and the third (the “outsiders ”) is less well de- 
fined. As was demonstrated above, Austria and Switzer- 
land—in 1959 heavily dependent on exports to 
EEC — suffered a competitive loss through the growing 
discrimination against outsiders in that area between 
1959 and 1965. This does not explain the United King- 
dom’s low performance index. 


Within the first group a distinction should be made 
between, on the one hand, Portugal, Spain, Ireland, 
Greece and Yugoslavia and, on the other, Italy and 
Japan. The five former countries are small in an eco- 
nomic sense and are, although to a varying extent, 
relative newcomers to the techniques of modern manu- 
facturing. The high indices of performance realized 
by these countries are encouraging, but not very 
significant in quantitative terms because of their small 
shares of the various markets. To some extent their 
exports have undoubtedly expanded within the frame- 
work of foreign investment and industrial co-operation ; 
a priori they should interest managers with a keen eye 
for the profits which may be reaped through a combina- 
tion of foreign manufacturing skill and cheap domestic 
labour. Portugal, as a member of EFTA, has undoubt- 
edly attracted entrepreneurs from the other members ; 
many recently established factories export almost ex- 
clusively to the country of the parent company. 

Italy and Japan form an intermediate group. Per 
capita incomes of these countries are relatively modest 
(in 1966 less than half of the corresponding Scandinavian 


CHART 6 
Actual growth of exports of manufactures 1959 to 1965 compared with hypothesis D 
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A = Actual, H = Hypothetical (For further explanations: See text.) 


figure) but they represent large economies (the 1966 
GNP of Italy was 50 per cent higher than the Scandi- 
navian total and that of Japan more than twice as big) 
and at the beginning of the postwar period they already 
‘enjoyed a relatively large supply of skill and a firm 
industrial base. Moreover, they have not been hampered 
in their development effort and export drive by old 
industrial structures and attitudes (cf. the Italian refri- 
gerator success). Besides, rapid growth facilitates adjust- 
ment to external change. In fact, these two countries 
have been exceptionally well placed to take advantage 
of comparatively low wages.??” 


The industrialized group of ten countries includes, 
from the point of view of size, one giant and six com- 
paratively small countries. However, they are all highly 
industrialized, with per capita incomes of about $2,000 


*12 The competitiveness of Italy and Japan depends in no small 
measure on the fact that these two countries have no sizeable 
domestic coal industry. The switch from north European coal to 
Libyan oil reduced the Italian energy price by 35 to 40 per cent. For 
further information on this point see Industriella utvecklingstendenser 
7 Europa, Handelsdepartementet, Stockholm 1967. 


and above. The remarkable fact about these countries is 
that their performance or competitive indices vary be- 
tween the relatively narrow limits of 92 and 108.213 


In Table 30 the competitive gains and losses are 
shown in absolute amounts. Only three countries (Italy, 
Japan and Greece) recorded competitive gains on all five 
markets and two countries (western Germany and the 
United Kingdom) suffered competitive losses every- 
where. Looking at intra~-EEC trade it is found that Italy 
made the biggest competitive gains in eleven out of the 
15 commodity groups, western Germany in two (food 
industry and textiles) and France in one (petroleum 
products), It should, however, be remembered that 1965 
was a year of vigorous growth for west German imports, 
while Italian and French imports were below trend. This 
implies that the competitive loss of western Germany on 


213 This uniformity should not, of course, obscure the fact that 
performance indices of 8 percentage points above or below unity 
may be quite significant for the country concerned (case of small 


trade-dependent country) and for international trade (case of a 
large exporter). 
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TABLE 30 
Competitive gains and losses, 1959 to 1965 


Millions of United States dollars 


Hypothesis C 
Exporter 
1952-1959 @ 1959-1965 

Belgium-Luxembourg .... . —294 541 
габарит, Фе ый — 385 
Wiestern,Germany. .. 4... . 3 545 —510 
AG ape Pet bende, ео, 713 1919 
ietherlands v.26 ane: ote 274 152 
EEC e ee se Se: 4 146 1716 
о a MRD al ey i ey ad 170 — 168 
Denmark А OS 112 155 
риа ет. eee 56 197 
Е О eee. —49 119 
СЯ. сие, В. 20 106 
НО О о ое —50 285 
mwitzetiand) ие. 127 —299 
Waited. Kingdom: = .-.-.- 2 .-. —2 283 —4 285 
о Ся —1897 —3 888 
Е >> 1 24 
О а А =) 14 
LORS bee SO glee eat a = 15 20 
и ее — 30 162 
ПАВ, с ОЕ 3 25 
Е Г А Бе ЕЯ 182 292 
Rest of western Europe ... 123 537 
Total western Europe 2972 7635 
Пе SLOLOS о о о, —3 748 —526 
ОЕ Eve Sorte ai осо oe = 022 — 374 
ра И, 1 667 2 539 
Three for the above 3 countries 703 1639 
Total for the 22 countries — 731 4 


Sources : See Table 26. 


@ The calculations for the period 1952 to 1959 were made according to a somewhat 
different method to that adopted for the 1959-1965 period. In order to achieve 
the highest possible coverage of world exports, import data of the 22 countries 


EEC markets is somewhat exaggerated, but on the 
other hand the country incurred competitive losses also 
on the other markets (shown in Table 30). The bulk of 
these losses related to engineering goods, where the 
corresponding gains were made by Japan, Italy and, on 
specific markets, also by Belgium-Luxembourg, France, 
the Netherlands and the United States. 

The competitive gains made by Belgium-Luxembourg 
and France on the EEC market covered most of the 
commodity groups, with some concentration on engi- 
neering goods for Belgium and on chemicals and textiles 
for France. 


Hypothesis C by market 


Hypothesis 

ЕЕТА И II Class TIT 2 
=130 = 190 25 —44 —126 
85 54 aed S09 —49 
=579 = 309 — 284 —120 — 1383 
102 316 313 97 1 674 
—265 — 66 S07 11 —395 
787 — 196 — 682 — 124 —279 
56 70) га! =o — 316 
124 35 3 —34 74 
104 73 —40 —150 1 
87 16 28 —14 79 
48 47 39 — 131 
233 15 S61 =31 81 
20 6! —4 57 — 609 
—194 —1416 =995 — 28 —3 460 
479 =7 556 = 051 =352 —4 020 
3 3 7 4 25 
6 1 1 = 13 
29 12 11 1 9 
25 51 49 =) 172 
=k 8 — 3 23 
19 23 74 120 235 
US 97 141 125 478 
— 324 —I 435 —1592 =350 —3 821 
238 167 238 —24 662 
т 93 18 — —76 
183 1 176 1 338 377 31239 
324 1437 1594 shy) 3 825 
— 1 — 2 3 


were used to represent world exports of a number of commodities (certain food 
items, wood, petroleum products and non-ferrous metals). This explains the 
large residual in the bottom row. 


All the EFTA countries, apart from the United King- 
dom, made competitive gains in intra-EFTA trade, 
while all of them, except Finland, lost in exports to 
EEC. The Finnish gains on the EEC market related to 
all commodity groups except wood and wood manu- 
factures ; besides, the competitive gain in pulp and paper 
was modest. Thus the gains were made in trade flows 
that were small both absolutely and relatively. 

The biggest competitive gains in relative terms in 
intra-EFTA trade were made by Finland (chemicals, 
iron and steel, non-ferrous metals and machinery), Por- 
tugal (textiles, leather, pottery), Austria (food indus- 


TABLE 31 


Competitive gains and losses of five major exporters by selected commodity groups 
Millions of United States dollars 


Commodity group Exporter 


Western Germany | 
Italy 

United Kingdom 
Japan 

United States 


Textiles and clothing . 


Western Germany 
Italy 

United Kingdom 
Japan 

United States 


Leather, fur and rubber goods 


Western Germany 
Italy 

United Kingdom 
Japan 

United States 


Chemicals 


Western Germany 
Italy 

United Kingdom 
Japan 

United States 


Machinery (excluding electric) 


Electric machinery and equip- 
ment 


Western Germany 
Italy 

United Kingdom 
Japan 

United States 


Transport equipment... . 


Western Germany 
Italy 

United Kingdom 
Japan 

United States 


Sources : See Table 26. 


try), Denmark (paper), Norway (petroleum products, 
metal manufactures, other metal products) and Switzer- 
land (synthetic fibres). In every case the trade flow was 
small in 1959. 


Subject to the above-mentioned exceptions, EEC 
countries made competitive gains on the EEC market 
while EFTA countries made gains on the EFTA market. 
Japan made very great gains on the remaining developed 
markets and also in less developed countries, in each 
case largely at the expense of the United Kingdom, but 
also of the EEC countries (apart from Italy). Finally, 
Japan, Yugoslavia and Italy made competitive gains on 
Class III markets at the expense of practically all the 
other countries, most notably Finland and western 
Germany. 


Table 31 shows competitive gains and losses of five 
major exporters (western Germany, Italy, the United 


Market 
sm da oe 9 
— 46 17 —16 -6 
—20 90 8 = 5 
10 =159 — 65 8 
—2 2 130 23 
22 33 —23 —= 
—23 = —11 1 
2 35 8 Я 
—12 —36 27 =6 
8 3 49 Я 
if д —18 == 
—50 5 9 —47 
15 41 44 15 
—4 eZ —102 13 
17 43 88 118 
=] —74 9) — 
—84 24 72 —1 
64 a2 46 32 
—93 —171 —225 —21 
13 49 162 74 
22 —196 — 68 —14 
—146 —86 — 91 2 
44 35 30 9 
— 13 —246 — 162 3 
13 142 158 23 
81 т ae 1 
— 160 ee —84 26 
=63 —40 58 8 
—41 —520 —197 =f) 
112 239 274 14 
110 373 =P 2 


Kingdom, Japan and the United States) on the five 
markets by certain important commodity groups. With 
some simplification, it may be said that the United 
Kingdom lost largely to Italy on developed markets and 
to Japan on the less developed markets. 


The competitive gains recorded by the United States 
on the EEC and EFTA markets may indicate that, 
during the period considered, the export-stimulating 
effect (i.e. rising exports of machinery and equipment 
from the United States) of direct investment by United 
States corporations in these areas has been more signi- 
ficant than its export replacement effect (i.e. replace- 
ment of United States exports to EEC and EFTA by 
commodities produced in the overseas plants).24 The 


214 See specia Jarticle on international direct investment in Econo- 
mic Bulletin for Europe, Vol. 19, No. 1. 


‚ competitive gains made by Japan in transport equipment 
Е“ to ships on developed markets and to both ships 
_ апа motor-vehicles on less developed markets. The 
_ United States made competitive gains in aircraft exports 
_ (except to the EEC) but lost in motor-vehicles (except 
to EFTA and the rest of Class I). 
— № conclusion, it appears that differences in the ex- 
_ port performances of individual countries in the period 
examined cannot be attributed to a significant extent to 
_ initial differences in the market and commodity patterns 
of their exports. 

One finding is that some of the most impressive per- 
formances were registered by countries with small initial 
market shares. Similarly, major exporters have on the 
whole achieved a better export performance in the com- 
modities where their initial position was not so do- 
minant. Japan and Italy, which in 1959 were relatively 

- big exporters of manufactures (ranking respectively 6 
and 9 among the 22) made substantial competitive gains 
between 1959 and 1965. However, Japan scored faster 
gains in engineering products, where it held a relatively 
low initial share of world exports, than in textiles and 
clothing, where its initial share was much higher. This is 
also broadly true of Italy; in addition, that country 
made particularly rapid competitive gains on the EEC 
market. The rapid growth of manufactured exports 


6. NOTE ON 


The economic situation in 1967 was characterized by 
stagnation : viewed over a longer period, 1967 appears 
as the trough of a cycle whose peak had been reached 
in the first half of 1964. In the middle of 1967, capacity 
utilization, employment and non-agricultural output 
were all slightly less than a year before. 


For some years, the rate of growth has been affected 
by the progressive economic reforms started in 1965, and 
by the stabilization policies that accompanied them. 
Essentially, the reforms aimed at providing conditions 
for a more rational allocation of resources. Thus a main 
purpose was to adapt the Yugoslav economy to the 
world market, which meant changes in prices, in the 
exchange rate, and in the degree of protection and 
import liberalization. This imposed upon industry an 
immense task of adjustment, which was bound to affect 
its growth. The execution of the reforms and the neces- 
sary process of adjustment could proceed smoothly only 
in stable conditions. But, in the second half of 1966, 
stability was lost: demand pressure was mounting be- 
cause of excess liquidity,?*° and enterprises, which had 
earlier shown considerable self-discipline, let wages rise 
inordinately. Intending to press on with the reforms, the 
Government felt obliged to undertake restrictive policies 
to wipe out the excess liquidity and to force on enter- 
prises more reasonable wage policies. Since the machin- 
ery for short-term control. was insufficiently developed, 
the Government relied almost exclusively on monetary 
policies, which had to be extremely restrictive to 


215 See Economic Survey of Europe in 1966, Chapter I, Note on 
Yugoslavia. 
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from a number of industrially relatively undeveloped 
countries (e.g. Portugal and Ireland) to some extent 
reflected direct investment in those countries by firms in 
‚ the major industrial nations. 

Among the older-established industrial exporters, 
Austria, Switzerland and the United Kingdom experi- 
enced a particularly unfavourable development with fall- 
ing market shares. While the relatively poor export 
performances of Austria and Switzerland between 1959 
and 1965 can largely be ascribed to the establishment of 
EEC, no specific explanation can be suggested for the 
significantly greater loss of market shares by the United 
Kingdom. The initial combined commodity/market 
structure was not particularly unfavourable ; besides, the 
United Kingdom lost market shares even in EFTA, 
where it enjoyed preferential treatment. The develop- 
ment of British exports following the recent devaluation 
of the pound should show whether this lack of competi- 
tiveness has been largely a price factor. For the other 
industrial exporters, inter-country variations in export 
performance were comparatively small, with western 
Germany and the Netherlands showing the largest rela- 
tive losses. The poor performance of western Germany 
(including a loss of market shares in the EEC) between 
1959 and 1965 is in marked contrast with its massive 
competitive gains in the earlier period (1952-1959). 


YUGOSLAVIA 


achieve their aim. Even though the pressure of total 
demand was soon checked, rigorous restrictions were 
maintained until late in 1967, because it took some time 
to moderate enterprise behaviour. But once this was 
sufficiently achieved, restrictions were eased and since 
the last quarter of 1967 the growth of employment and 
output has been resumed in more favourable conditions. 
All the signs are that growth will continue this year. 
However, only a modest rate of expansion is expected 
because the adaptation of industry to the new environ- 
ment created by the reforms of 1965-1967 has not yet 
been completed ; and also because the re-expansion in 
European markets, on which Yugoslavia is increasingly 
dependent, is not expected to be very energetic. 


Economic activity in 1967 


The level of gross material product remained almost 
unchanged in 1967; output showed no increase at all 
either in industry or in agriculture (see Table 32). In 
preceding years there had been a certain mutual offset- 
ting of fluctuations in growth rates of the two sectors, 
so that overall output had always increased. As in 1966, 
non-agricultural employment declined — by 0.5 per cent 
in 1967 — so that there was some increase in productiv- 
ity in non-agricultural sectors. In both years employment 
was affected by the reform and by remuneration poli- 
cies, which created some pressure to reduce costs and to 
widen wage differentials, and so led to economies in the 
use of labour. Unemployment, however, increased little 
(from 260,000 in September 1966 to 267,000 in 


TABLE 32 
Yugoslavia: selected indicators, 1956 to 1967 


1956-1963 
annual 
compound 
increase 


Indicator (constant prices) 


Output (volume) : 
Gross material product. ..... > 
Industrial production. ....... 
of which : 
Consumers’ goods 
Capital goods 
Intermediate goods 


et eee и Nee OR 


Output per worker in industry... . 
Construction — effective hours worked 
Agriculturalioutput’; ее. 
Expenditure (volume) 

Gross fixed investment 
Personal consumption 


Cyan eter te OL 


Foreign trade (value) 

EX POFUStor oes в оо edie mens 

Imports 

Gold and foreign exchange reserves — 
December ($ million). ...... 


poh eee Jet, соке д 


Employment 
Non-agricultural employment .... 
Registered unemployed (thousands) ? . 


Prices 

Retail price index 

Producers’ prices of industrial products 

Producers’ prices of agricultural pro- 
ее а С оу ee 


Ав рае we oe 


Wages 
Real wages 
Nominal wages 


eee eh lar a! cal > oth Te Ale rd ee, 


Sources : National statistics, 
@ Based оп 1955-1956 average. 
6 End of the year, including those seeking their first employment. 


September 1967, of whom 90,000 were seeking their 
first employment) but nevertheless represented 6.6 per 
cent of the non-agricultural labour force. Against an 
increase in the labour force of 100,000 (roughly 40,000 
outside agriculture), fewer people left agriculture but 
many more unskilled workers who retained small 
holdings went back to full time farming which now 
provides good income prospects. Labour demand was 
rising rapidly in the private sector, but the economic 
situation in Europe affected emigration abroad (there 
are 300,000 Yugoslavs now working abroad). 


The peak in the rate of growth of industrial output 
was registered in the first quarter of 1964 and the trough 
in the second and third quarters of 1967 (see table 
below). In the fourth quarter of 1967 output resumed its 
upward trend. Some economists believe that cycles in the 
rate of growth are a normal phenomenon in the Yugo- 


1964 1966 1967 


1963 1965 


Percentage increase from preceding year 


12.2 127 3.4 8.6 0.3 
16.0 16.0 8.0 4.0 — 
17.0 16.0 9.0 6.0 
15.0 19.0 10.0 2.0 
15.0 15.0 7.0 4.0 
10.7 6.9 4.2 5.2 1.0 
3.5 10.9 — 14.0 —11.0 —0.3 
10.3 Dae. 9 16.0 —2.0 
15.0 18.0 —10.0 —4.0* — 6.0 
11.6 9.4 2.4 10.0* 5-6 * 
14.3 12.4 20.0 12.3 3.0 
19.5 23.8 —5:7 21.0 8.0 
98.0 74.0 113.0 115.0 126.04 
2.2 6.4 1:5 ЕК, — 0:5 
229.0 228.0 267.0 265.0 267.0 
4.5 8.7 29.0 23.0 ‚ 7.0 
Иа 4.8 15.0 с 11.0 2.0 
Эт 2310.2 44.0 с 176°") —20 
11.4 14.4 2.3 12.4 ES 
17.8 26.8 38.5 38 15.0 


с Periods when a price reform was carried out. 
@ In addition there was а surplus on clearing of $100 million. 


slav economy. Cycles arise, they explain, from inter- 
mittent waves of new techniques and from periodical 
shifts in the proportions of investment for services, heavy 
industries and light industries. However, the increased 
reliance on the market in recent years has introduced 
new cyclical elements in the Yugoslav economy. This 
view is, to a certain extent, supported by the experience 
of past fluctuations in the rate of growth.21© It seems, 
however, that the economic policies pursued in recent 


*16 Four such cycles have occurred since 1954: I — The peak in 
the first quarter of 1955 and trough in the first quarter of 1956, the 
output index in those quarters being 130 and 103 respectively 
(output at the same period in the preceding year being taken as 100); 
II — The peak in the first quarter 1957 (output 121) and trough in 
the third quarter 1958 (output 107); Ш — Peak in the second quarter 
1960 (output 118) and trough in the first quarter 1962 (output 104); 
IV — Peak in the first quarter of 1964 (output 119) and trough in 
second and third quarters 1967 (output 99). 
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ears, together with export difficulties in certain mar- 
carry considerable weight in the explanation of the 


964-1967 cycle. 


The rate of increase in industrial output by quarters 


в change from corresponding period in the preceding year) 


Quarters — The year 

asa 

P II Ш IV whole 

1964 . ~ 19 18 14 14 16 
196551: ИЗ 8 7 5 8 
Оби: 5 4 3 4 
1967 1.4 —0.7 —0.7 0 0 


Against the background of almost no change in total 


industrial output in 1967, there was much variation 
between different branches and even more between dif- 
ferent enterprises in each branch. These differences 
‘теНесе demand changes, lack of working capital and 


stock levels, but also the varying success with which 
enterprises were able to adapt to changes in prices, costs 
and demand patterns introduced by the reform and by 


‘wage increases. In fact, the reform aimed at intensifying 


this differentiation so as to stimulate competitiveness in 
world markets and thus reap the benefits of specializa- 
tion. Output of electricity, oil, non-ferrous metallurgy, 
shipbuilding, construction materials, petro-chemicals, 
electro-engineering, paper and printing all increased by 
between 4 and 13 per cent. It could have risen more in 
these branches had it not been for lack of demand and 
working capital. Increases of up to 3 per cent tock place 
in other chemicals, rubber and food processing; the 
output of the remaining branches of industry either 
stagnated (iron and steel) or declined (by 3 to 10 per 
cent). Construction activity declined only slightly. The 
construction boom in tourism and activities abroad 2" 
(the latter increased in 1967 by 40 per cent) offset to a 
large extent the lack of demand for construction in 
other sectors. 


Because of adverse weather conditions, agricultural 
output declined by 2 per cent, which was in fact a 
favourable result, since it had risen by 16 per cent in 
1966. The progress in agriculture achieved in recent 
years is due to the 1965 reform which improved agricul- 
tural terms of trade, stimulated investment and the ap- 
plication of fertilizers. As a result land values have 
increased significantly. (Land for sale declined from 
114,000 hectares in 1964 to 3,000 in 1966 and 2,500 in 
1967, while its price in agricultural regions increased 
from up to 1,000 new dinars per hectare in 1964 to 3- 
5,000 in 1966 and 7-7,500 in 1967.) These improvements 
have transformed the problem of agriculture from 
insufficiency of supplies and increasing dependence on 
food imports, to difficulties in finding markets. Such 
difficulties are already felt for meat, sugar, processed 
food and tobacco and a decline in cattle numbers has 
already taken place. A decline in producers’ prices in the 
immediate future, following the 2 per cent fall registered 


217 The Yugoslavs engage more and more in construction activities 
abroad, especially in the erection of dams, factories and road 


building. 


in 1967, might be a dangerous disincentive to farmers. It 


is for these reasons that only a moderate rate of increase 


_ ш agricultural output (2 per cent) is planned for 1968. 


The causes of stagnation in 1967 


The immediate effect of economic policy since the 
1965 reform has been to slow down economic growth ; 
difficulties in export markets for industrial products — 
contributed to this development. In the first place, the 
structure of markets was progressively affected by the 
price changes and devaluation of 1965, by the lessening 
of protection in 1966 and by the further import liberaliz- 
ation of 1967. The disturbances to the cost and price 
structure adversely affected the competitive position of 
manufacturing enterprises. In addition, changes in in- 
come distribution, accompanied by a policy change in 
the ratio of consumption to investment, altered the de- 
mand pattern. The need for industry to adjust to the new 


‚ conditions was bound to slow down growth. The main 


purpose of the reforms, in any case, was the long-term 
benefits. 


Secondly, the effects on growth of these difficulties of 
adjustment were intensified by the decline in liquidity of 
enterprises, originally brought about by the excessive 
increase in wages which began in 1966; wages and 
salaries rose by as much as 15 per cent between 1966 
and 1967, although there was no increase in average 
activity. This was made possible by the slackening of 
wage controls at a time when enterprises were financially 
very comfortable: profit margins were high and credit 
relatively easy. This increase in wages could not be 
absorbed by increasing prices since demand for many 
products was stagnant and many prices remained under 
control.?18 


The deflationary policies of late 1966 and early 1967 
were thus a proper response to the mounting demand 
and cost pressures experienced towards the end of 
1966; in those conditions, the desired improvement in 
the efficiency and international competitiveness of the 
economy, the improvement of the functioning of capital 
markets, the more effective income distribution — all 
long-term objectives of the reform — were endangered. 
The consequent disturbances to the price structure 
would moreover have jeopardized the balance of pay- 
ments, especially since it was intended largely to liberal- 
ize imports in 1967. 

The credit squeeze was also intended to create the 
feeling that resources were scarce, and so to bring about 
their more effective use at all levels, including a rational 
distribution of income at the level of enterprises. But 
enterprises responded to the restrictions only towards the 
end of 1967 and in the meantime they continued to 
increase wages excessively ; the decline in liquidity was 
intensified and many enterprises were left without 
sufficient working capital. In this sense, it can be argued 
that enterprises were themselves responsible for the stag- 
nation in 1967. It may, however, be maintained that the 
Government was also responsible because it relied ex- 
cessively on monetary policies which, in order to be 


218 Producers’ prices for industrial goods rose only 2 per cent 
between mid-1966 and late 1967. 
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TABLE 33 
Yugoslavia: trend of liquid resources 


In million new dinars 


Amount 


i Decemb December 
Dede | "ost Bere" ees eee a 
ертепт 
a aa о бе то 5 "Ser Ser 
Wiis ee Stok et el NS ee 
Bank credits 40 796 1991 1 699 579 Hee : me 
Е fo se see og 
Short-term credits to: ...... 39 848 1976 : т pi aa pe 
еее: aves ое gare s 26 724 2 530 ee ap 
governments ......... 9 252 —59 Be! . ss fe — 296 
other organizations ...... 496 —42 —335 — 225 = a dete 
households ое 3 358 —555 == bys —957 i) о : 
Credits from time deposits. . .. . 948 a — 5 
Sales or purchase of foreign exchange . — an HA a Ake 
ie deposits} Ея: eae 9 589 — 586 727 2395 2110 1922 
tek 1980 1 747 
deposits of enterprises . ..... - 5 308 329 1885 2162 a 
ление те Metre ae 31 387 3 070 28 —1 816 —1 398 662 
О РС оо о с 777 — 80 =i 525 30 — 290 
Total liquid resources® .:..... 32 164 2 990 7%) —2 141 —1 368 —952 
— == = — Si 
Money supply ces Wa .-5 @. ts 9 23 893 1 039 1 237 706 522 
Currency in circulation. ..... 6 948 1 804 1 419 537 725 1 241 
Giro-accounts®. нее 14 953 — 584 —1 724 112 384 — 554 
x Set eo И в 7474 —532 —2 509 —2 198 —2 199 —2 960 
lode М осла Е 1992 — 181 —932 Sal Sb —1 631 — 1064 
All other sight deposits® ...... 1951 1214 —1 436 — 846 a 
ч мы Е и Е 1 874 980 355 520 715 
Savings of households ....... 2 340 1515 542 813 1096 
Budget: revenues. зб оо. 17 649 УТ 
Budgetexpendituress уе 17 293 Е: 8 711 е 
Volume of stocks — шдех...... 125f 


@ Minus sign means additions to liquidity and a plus sign, deductions from liquidity. 

> Residual, which includes sales or purchase of foreign exchange after December 
1966, reserve fund of enterprises, foreign exchange accounts of enterprises 
(retention quotas) and of population, etc. 

с According to the Yugoslav definition, money supply consists of monetary assets 
in transactions, However, liquidity also includes sight deposits, though these may 


effective, had to be over-restrictive. Thus in many areas, 
demand became deficient, while lack of working capital 
limited the response of industry to such increases in 
demand as occurred. The positive short-term impact of 
the reform on growth, through increasing specialization, 
more rational use of resources and cost economies, was 
completely offset. 

The draining away of enterprises’ liquidity was 
brought about in the following ways. (See Table 33:) 
Monetary policy, operated by the National Bank nor- 
mally in concert with the Government, took the form 
mainly of the rationing of bank advances to enterprises. 
Restrictions were initiated in the summer of 1966, sharp- 
ened at the beginning of 1967, and eased only late in 
1967. ‘Thus the increase in outstanding credits to enter- 


not be as liquid as giro accounts. This is because in the Yugoslav system mone- 
tary assets are not fully homogeneous and different expenditures must be made 
with different monetary assets. 


@ Minus sign indicates a decline in the need for float. 
€ January-June 1967. 
F June 1966-June 1967. 


prises during December 1966 to September 1967 was 
substantially less than in the same period of 1966, 
though for 1967 as a whule it was not much less than in 
1966; but credits outstanding to other sectors were 
much reduced.- Moreover, most new advances were re- 
stricted to special purposes (wheat purchases and export 
financing) and were more than neutralized by the block- 
ing of deposits (one of the monetary instruments used is 
to block deposits of enterprises, and of commercial 
banks, the blocked accounts being released only with the 
approval of the Government or the National Bank). At 
the same time, the National Bank was able to neutralize 
the increase in household savings which followed the rise 
in money wages. The deflationary effects of these poli- 
cies were intensified by the absence of a smoothly work- 


_ ing capital market ; since the various flows of credit are 


; 


insulated from each other, credit restrictions are likely to 
freeze the status quo rather than to encourage competi- 
tive adjustment.?!9 ! 


At the same time, the liquidity of enterprises was 


_ further depleted by other factors. The increases in wage 
bills raised tax payments from the flat-rate tax on 


wage bills and contributed to a considerable budget 
surplus. The revaluation of fixed assets resulted in an 
increase by one-third in depreciation allowances (which 


_ сап be used only for buying fixed assets) and thus 
_ further reduced capacity to accumulate working capital. 


Moreover, failure to adjust the pattern of production to 


the changes in demand led to a substantial increase in 


stocks. To a certain extent, some enterprises were able 
to meet their difficulties by increases in trade debits 
(mutual crediting), but the benefits could be only tem- 


_. porary.??0 


The inflow of foreign capital, offsetting the deficit on 
current account, provided some additional liquidity. 
Though the borrowing mainly took the form of official 
loans, they were only partly immobilized in government 
deposits at the National Bank; the rest was lent to 
commercial banks to enlarge their credit capacity. 


The result of these developments can be illustrated by 
the changing structure of assets and liabilities shown in 
Table 33. The wage increases were reflected in the 
increase in currency in circulation (all held by the popu- 
lation) and in the savings of households. But the giro 
accounts, containing the great bulk of enterprises’ liquid 
assets, declined. Similar changes took place in sight 
deposits. 

While the corrective deflationary measures thus 
played a large part in checking growth, changes in the 
pattern of demand accentuated the stagnation. Reduced 
profit margins and the credit squeeze together had a 
considerable effect on fixed investment, which fell in 
1967 for the third consecutive year; a slight recovery 
began at the end of 1967, but for the year as a whole 
fixed investment was 6 per cent down. At the same 
time, the credit shortage favoured imports of capital 
goods at the expense of the domestic product, and 
hindered Yugoslav exports of capital goods where long- 
term credits are required. Thus total output of capital 
goods fell in 1967 by 1 per cent. However, the reform 
had the beneficial effect of concentrating investment in 
the more promising branches and enterprises, which 
should contribute to future growth and of reducing con- 
struction and delivery delays. 

Collective and public consumption changed very little 
while consumer expenditure, on the other hand, in- 
creased substantially. Population incomes rose by 11 per 
cent in 1967; farm incomes declined by 9 per cent 
because of reduced sales and a 2 per cent fall in prices, 
but wages and salaries in the socialist sector increased by 


219 Efforts are being made by the Yugoslav Government to 
organize a more extensive capital market, but the results are not yet 
evident. 

220 The value of unpaid bills rose over the twelve months to 
October 1967 by 30 per cent (of which part may be due to higher 
prices); bills issued in 1967 were being repaid at the rate of 82 per 
cent, against 90 per cent in 1966. 


15 per cent, social benefits by 4 per cent and all other 
household incomes by 15 per cent. The rate of increase 
in incomes, however, slowed down during the year. In 


_the first half of 1967, wages and salaries were up by 


17 per cent (compared with the corresponding period of 
the year before); in the second half, the pressure of 
deflationary policy brought the increase down to 5 per 
cent. The savings ratio for households also fell (to 4 per 
cent in 1967 from 8 per cent the year before). Thus 
consumers’ expenditure on all goods and services in- 
creased by as much as 16 per cent. 


Although producers’ prices for industrial goods rose 
only 2 per cent, and for agricultural products fell, the 
increase in prices of public utilities and other public 
services, together with the progressive increase in rents, 
and the greater freedom in retail markets and in the 
prices of private services, pushed up the cost of living by 
7 per cent (although it began to fall at the end of the 
year). Thus, allowing for no change in “ auto consump- 
tion ”, consumers’ expenditure in real terms still rose by 
about 6 per cent. 


The remarkable difference between this 6 per cent 
rise in consumers’ expenditure (which is equal.to about 
one-half of national product and a distinctly larger pro- 
portion of total output of goods and services) and the 
stagnation of industrial production and material product 
is the result of a switch in consumer demand towards 
durable goods and services, at the expense of traditional 
commoditizs produced at home. The volume of retail 
sales rose by 51% per cent while expenditure on services 
increased in volume by as much as 13 per cent. A large 
proportion of the increased sales of goods consisted of 
imports and expenditure on foreign travel more than 
doubled.??1 (In addition, there was some reduction of 
stocks of agricultural products.) These changes in the 
expenditure pattern reflect the changing distribution of 
incomes — the increase in wage differentials and in- 
creasing numbers in the higher paid occupations, while 
agricultural incomes and employment fell. Although 
some of these shifts in income distribution may prove to 
be temporary, there is no doubt that a new pattern is 
being set which calls for a permanent change in the 
structure of output of goods and services. 


Additions to stocks and work in progress were less in 
1967 than in the year before. They rose rapidly in late 
1966 and early 1967 —Бу mid-1967 they were 25 per 
cent more than a year before — but were falling at the 
end of 1967.22? The increase can be put down to the good 
harvest of 1966, liberalized imports of raw materials, 
difficulties in financing completion of work in progress 
and to difficulties in responding to the demand shifts 
noted above. The problem of stocks has been acute at 


221 The number of tourists going abroad doubled in 1967. Purchase 
of foreign currency from the National Bank, for tourism only, 
amounted to $55 million in 1967 against $25 million in 1966. The 
true tourists’ foreign exchange figure is greater; for example, travellers 
are entitled to take a limited amount of Yugoslav currency abroad 
and to buy travel facilities in dinars. 

222 Tn 1967 the total volume of stocks was equal to about one-half 
of total material product, which is not abnormally high. Indeed 
policy during 1963-1966 aimed at some increase in stocks. Of the 
total, 17 per cent consisted of work in progress, and 39 per cent of 
raw materials. 


times, especially a year ago when their rapid increase 


contributed to the liquidity shortage. Moreover a pro- 
portion consists of outmoded goods, which enterprises 
hesitate to dispose of by lower prices; 5 per cent of 
stocks of finished goods in 1967 are so described. 

As already noted, the impact of foreign trade on 
output growth was negative in 1967. Total exports rose 
3 per cent in value, but with no increase in exports of 
industrial products — which were hampered by the slow 
growth in several western European countries. Mean- 
while imports rose 8 per cent in total (9 per cent for 
industrial products).222 But towards the end of the year, 
industrial exports were rising again and the increase in 
imports was slowing down. 

In 1967 as a whole, the rising deficit on commodity 
trade ($450 million against $360 million in 1966) was 
largely offset by an increasing surplus on services. The 
deficit on the current account was $60 million (against 
$48 million in 1966), which, together with $270 million 
for debt repayment, was more than offset by a capital 
inflow. Gold and foreign exchange reserves increased 
from $115 million at end-1966 to $134 million at 
end-1967. 


The geographical and commodity pattern of foreign 
trade underwent certain changes in 1967. In trade with 
countries with convertible currencies, both exports and 
imports increased considerably (the rise in exports con- 
sisting almost wholly of agricultural products). Exports 
to eastern Europe also increased somewhat, but imports 
from eastern Europe fell. Yugoslav trade with eastern 
Europe normally results in an export surplus (generally 
of over $100 million and due mainly to services), which 
causes persistent problems of settlement. For total im- 
ports, the main decline from all sources was one of 
25 per cent in agricultural products, while imports in- 
creased in intermediate products (8 per cent), equipment 
(6 per cent) and consumer goods (10 per cent). 


Prospects for 1968 


By the end of 1967, the conditions for further growth 
in the economy, without excessive risks to internal or 
external balance, had been greatly improved. A certain 
restraint on wage increases has been achieved, the rise in 
retail prices has come to an end and the unfavourable 
trend of the trade balance appeared to have been re- 
versed. It was found possible to relax the credit restric- 
tions and the pressure on the liquidity of enterprises was 
relieved. The margin of spare capacity, the labour sup- 
ply and stocks of raw materials are adequate in most 
sectors. In these conditions, the economy should be able 
to move again into a higher gear. 


For 1968, the aim is an increase in material product of 
3-4 per cent (with a similar increase in industry). This 
rate of expansion is a great deal less than existing 


223 The degree of liberalization of imports was increased from 
20 per cent in 1966 to more than 45 per cent in 1967. 


capacities would permit, but it is believed to be as large 
aa earl at ee compatible with internal stability 
and, particularly, with an improvement in the balance of 
payments. Thus the official projection for 1968 provides 
for the expansion to come chiefly from exports : total 
exports of goods and services are projected to rise by 
10 per cent, against a continued 8 per cent increase in 
imports. а 

At the same time, the investment ratio is expected to 
increase while consumption is projected to rise in pro- 
portion to output; public and collective consumption 
should remain stable, and stock-building should decline. 


Although employment may increase, most of the growth 


is planned to come from productivity gains. What now 
seems to be needed is a more versatile mixture of policy 
measures to reanimate the есопоту — а conclusion 
broadly accepted as the lesson to be drawn from the 
experiences of 1967. It is agreed that profit margins 
cannot be further reduced and that the existing savings 
ratio must be preserved. There is a consensus to the 
effect that the possibilities of monetary policy have been 
exhausted and its limitations are now well known. The 
reasons given in the past for so heavy a reliance on mone- 
tary policy —such as its non-discriminatory character 
—are seen to be less potent than appeared; and the 
objections to alternative methods of economic manage- 
ment — through the tax system, or through more selec- 
tive credit control, or through wage policy — are pressed 
with less vigour.??4 

There is now, therefore, a far more favourable climate 
for the introduction of policy instruments which would 
not have been acceptable a year or two ago. The trade 
unions, for example, are no longer adamantly opposed 
to some degree of wage control and enterprises would 
have no valid reason to object to it; consequently, it is 
expected that the Government will shortly propose ar- 
rangements for executing a wage policy involving some 
intervention in wage settlements. The Government also 
intends to adopt anti-cyclical tax policies. 


For the time being, the Government continues to rely 
largely on monetary policy, but should be able to benefit 
from the greater degree of self-discipline which enter- 
prises have now achieved. The money supply, in relation 
to economic activity, is planned to increase and a larger 
proportion of an expanding amount of bank credit is to 
be reserved for enterprises, especially for export busi- 
ness. At the same time, enterprises’ resources for self- 
financed investment will be increased by a reduction 
already made in interest rates and by a reduction in the 
wage-bill tax. These measures will help to stimulate 
resumed growth, but the conditions for stability will 
remain precarious until it becomes possible to introduce 
an effective incomes policy. 


*° The objections to the use of direct taxes for economic manage- 
ment were to its disincentive effects and also to its differential 
incidence on different regions. An officially enforced wage policy was 
regarded as frustrating the objective of allowing freedom to enter- 
prises. Selective credit control would be difficult because of the 
autonomy of the commercial banks and their links with enterprises. 
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| | Recent economic developments in eastern Europe and the Soviet Union 


1. THE GENERAL PATTERN 


In eastern Europe and the Soviet Union economic 
growth in 1967 proceeded at a rapid pace, although less 
fast than in the preceding year. The growth rates of 
national income produced ranged from 5 per cent in 
_-eastern Germany to 9 per cent in Bulgaria ; in virtually 
all countries they were in excess of the annual plan 
growth targets. 


In the Soviet Union, where the year was marked by 
the celebration of the fiftieth anniversary of the October 
revolution, a pronounced acceleration of industrial ex- 
pansion was associated with intensified foreign trade 
activities and maintenance of the high level of agricul- 
tural output in spite of less favourable climatic condi- 
tions than in the previous year. The producer-goods 
industries expanded output fast but, as in most other 
countries of the area, it was the steep rise in production 
achieved by the consumer-goods industries which con- 
stituted the salient feature of industrial development. 
This, together with ample agricultural supplies and im- 
proved conditions in services, contributed significantly to 
the growth of the real per capita incomes of th2 popula- 
tion. With a virtually unchanged rate of accumulation, 
the actual expansion in the national income for distribu- 
tion resulted in roughly a 6 per cent rise in real per 
capita incomes of the population — the third consecutive 
increase exceeding the average annual target stipulated 
in the Five-year Plan. 

The sectoral pattern of growth in the east European 
countries showed a number of similar features which, on 
the whole, are also to be found in the pattern of growth 
of the Soviet Union. In other fields, however, inter- 
country differences tended to be more accentuated than 
in earlier years ; this applies more particularly to institu- 
tional developments, which are reviewed in section 6 of 
this chapter. 

With one or two exceptions only, industrial expan- 
sion accelerated everywhere. As in 1966, the highest 
rates of industrial growth were attained in Bulgaria and 
Rumania — two countries where investment continues to 
aim at rapid industrialization; the increase in the 
growth rate of industrial output, however, was largest in 
Hungary. Output per man in industry grew faster than in 
1966 in practically all countries. The employment situa- 
tion developed less uniformly, but in the majority of 
countries industrial employment progressed more slowly 
than in the preceding year. The already noted general 
tendency towards the reduction or elimination of the gap 
between the grcwth of the producer- and consumer-goods 
industries lent further similarity to the growth pattern. 


Developments in agriculture were also rather similar. 
With the notable exception of Albania, where a fast 
expansion was again recorded, global output in other 
countries was fairly close to the previous year’s levels. 
However, in view of the large increases obtained in 
1966 — which was also a year of particularly favourable 
weather conditions — the performance of agriculture is 
generally considered as rather satisfactory. It tends to 
confirm the tendency observed in recent years which 
points to a diminished dependency of agricultural per- 
formance on changes in weather conditions. As shown in 
section 3 of his chapter, sustained efforts to intensify 
and rationalize agricultural production, often associated 
with important structural and institutional changes, were 
common to all countries of the area. 

Fixed investment outlays and their composition fol- 
lowed a less uniform pattern. In Bulgaria (where in 1966 
an unusual expansion had occured) and in Czecho- 
slovakia, investment outlays grew at reduced rates in 
comparison with the preceding year ; in the case of the 
latter country, this had very much to do with the restric- 
tive demand policies imposed by the rather unexpected 
results of the price reform (see section 6 below). 


By contrast, fixed investment outlays expanded faster 
than in 1966 in eastern Germany, Poland and, especially, 
in Hungary. In conformity with the current medium- 
term plans, a shift in investment towards the productive 
sectors of the economy was observed in all countries for 
which information is available, except Czechoslovakia 
where the revised investment plan goes in the opposite 
direction. The sectoral breakdown of the fixed invest- 
ment outlays varied considerably from one country to 
another; this subject is discussed in some detail in 
section 4 below. 

Foreign trade developments and their effects on dis- 
posable supplies showed a rather diversified picture, 
although it may be said that the actual policies in the 
majority of cases aimed at improving the balance-of- 
trade position (see Table 2). 

A major objective of Czechoslovakia’s policies was a 
larger export surplus in view of the increasing pressure 
on the service account and the credit requirements of 
exports of capital goods. Domestic demand was not 
allowed to rise in step with domestic output; in addi- 
tion, some import saving was achieved through greater 
economies in inputs. Exports expanded by a much 
larger percentage than in the preceding year, whereas 
imports declined in absolute terms. Consequently, the 
export surplus rose from $9 million in 1966 to $260 
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million in 1967. Poland’s policy was to reduce its trade 
deficit, which has tended to exceed the surplus normally 
achieved on the service account, so that in this country 
the growth of domestic expenditure was also kept below 
the growth of domestic supplies. The trade deficit, which 
a year ago had amounted to $221 million, was reduced 
to about $100 million. The slight 1966 surplus of eastern 
Germany increased to $225 million and, as was also the 
case in Poland, the 1967 growth rate of exports exceeded 
considerably the corresponding rate of imports. More 
drastic changes in a similar direction occurred in 
Bulgaria. Imports grew at about one-fourth of the 
impressive 1966 rate, whereas the export expansion 
accelerated. The 1966 import surplus of $70 million 
was cut by more than one-half. 


The trade developments in Hungary, on the other 
hand, contrasted sharply with those in the four countries 
mentioned above. After two years of restrictive policies 
aimed, first, at restoring the trade balance and then at 
achieving an export surplus, imports in 1967 expanded 
at a rate which was almost twice as high as that on the 
export side. This reversal in policy, largely aimed at 
increasing available supplies in view of the forthcom- 
ing price reform (see section 6 below), resulted in a 
$70 million deficit, against the $27 million surplus in 
1966. In Rumania, too, imports rose by a very large 
percentage, the highest recorded in the area, which to 
some extent reflected larger credit facilities. Exports 
also increased much faster than in the preceding year, 
but they did not match the import expansion. The 
trade deficit went up from $27 million in 1966 to 
$120 million. 


Fragmentary information on the distribution of total 
supplies between accumulation and consumption and 
between their respective components narrows the scope 
for inter-country comparisons in this area. The available 
data presented in Table 1 suggest that trends varied 
from country to country ; however, even in the few cases 
where the accumulation rate moved up in comparison 
with the preceding year, important gains in consumption 
were achieved. 


The rate of accumulation rose in 1967 in Hungary. 
This, as it seems, was mainly caused by the behaviour of 
the increasingly autonomous enterprises which, incited 
by the possible effects of the forthcoming price reform, 
intensified their investment activity, striving among other 
things to build up reserves in intermediate products. 
However, the good performance of domestic output, 
with emphasis on the consumer-goods sector in industry, 
and the large import surplus, which also reflected in- 
creased imports of consumer goods, enabled consump- 
tion to rise by a wide margin. As can be seen from 
Table 1, the 1967 increase in total consumption of 7 per 
cent, with a roughly parallel rise in individual and col- 
lective consumption, was by far the highest recorded in 
recent years. According to preliminary figures, accumula- 
tion also grew faster than consumption in Czecho- 
slovakia, although part of the explanation may lie in the 
re-evaluation of stocks in new prices. Individual con- 
sumption advanced at roughly the same pace as in 1966, 
whereas little or no increase occurred in collective 
consumption. 


In Bulgaria, on the other hand, the very steep rise in 
total consumption of at least 9 per cent must have 
exceeded the growth of available supplies (which, in 
view of reduced import surplus, increased less than 
national income produced) thus reducing somewhat the 
very high accumulation rate. A reduction in the accumu- 
lation rate in eastern Germany also enabled consump- 
tion to grow faster than the national income for 
distribution. 

Poland was in an intermediate position. Accumulation 
and consumption rose in step with the available supplies, 
with collective consumption outstripping: the growth of 
individual consumption. No information is available for 
Albania and Rumania, but it may be presumed that 
changes in the distribution of available supplies in the 
latter country were rather small. 


The recent changes in output and the relative growth 
of the main components of aggregate demand in the 
Soviet Union and the countries of eastern Europe clearly 
indicate the high priority attached to the consumption 
and welfare objectives. This reflects the orientation of 
the new medium-term plans, which, in turn, are greatly 
influenced by the basic motives behind the economic 
reforms. A greater accent on consumption than in the 
past is not only motivated by the growing weight of 
social considerations which is normally associated with 
the higher stages of economic development ; it also re- 
flects the increasing importance attached to the human 
element as a factor of economic growth. As pointed out 
in last year’s Survey,! the need for switching from 
extensive to more intensive methods of growth has been 
emphasized in both the reform programmes and the 
Five-year Plans. In fact, large parts of the newly intro- 
duced measures in countries which have moved to eco- 
nomic reform are aimed at stimulating productivity and 
more rational use of the production factors. What seems 
particularly important when referring to labour is that in 
contrast with the old practice of premia and bonuses, the 
new incentives are not simply super-imposed on the 
main body of the wage system; the incentives tend 
to come out in an organic way from the new approach to 
labour remuneration, which consists in establishing more 
direct links between the latter and the actual perform- 
ance of the enterprise. This, together with the greater 
autonomy of enterprises in wage matters, provides larger 
scope for a faster increase in labour incomes and for 
greater differentiation according to skill and other 
criteria. 


The implementation of the orientation of the medium- 
term plans requires a further more refined adaptation of 
output to consumers’ demand, not only in the final stage 
of production, but in the intermediate stages as well. 
Moreover, appropriate mechanisms will have to be de- 
veloped in order to ensure that adaptation to the rapidly 
changing consumers’ tastes and preferences proceeds at 
an adequate pace. These, in fact, are highly important 
objectives of the present reforms. The attainment of 
these objectives may be made easier by assigning a 
greater role to foreign trade. Increased imports will not 
only contribute directly to the size and assortment of 


Economic Survey for Europe т 1966, Chapter II, pp. 42-52. 
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Db Direct communication from the Statistical Office of eastern Germany. 


с Including changes in incomplete investments. 
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domestic supplies; what seems more important is that 
they are also likely to exert pressure on domestic output 
towards better and quicker adaptation to the demand 
pattern. Similarly, the need to enlarge exports will press 
for the diversification, transformation and _rationaliza- 
tion of domestic output and its mechanism. A great 


contribution here can be expected to come from the 
various forms of international industrial co-opera- 
tion—a subject which is discussed in a special note 
below. 

In so far as available, the national income targets for 
1968 -are presented in Table 1; the sectoral growth 
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targets are given and discussed in the corresponding 
_ sections of this chapter. It should be borne in mind, 
_ however, that the plan growth targets in a number of — 
countries have already assumed an indicative character ; 
on the other hand, short-term policies adapted to the 


In most eastern European countries and in the Soviet 
Union the rate of industrial expansion accelerated be- 
tween 1966 and 1967. The index estimated for the area 
as a whole rose by some 9.5 per cent —a figure not only 
higher than in the preceding year but also the second 
highest attained during the nineteen-sixties. Labour pro- 
ductivity, which in recent years has grown at an annual 
rate of some 4.5 per cent, advanced by as much as some 
7 per cent in 1967 (see Table 3). 


A salient feature of industrial development in 1967 


was the large expansion of output of consumer goods, 


leading in most cases to a diminution of the traditional 
gap between the growth rates of the producer- and 
consumer-goods sectors. In fact, at least in one country 
— Hungary—the expansion of the consumer-goods 
sector actually exceeded that of the producer-goods 
sector. In others — the Soviet Union, eastern Germany 
and Rumania — the differences between the growth of 
the two sectors was small or virtually negligible. Poland 
was the only country where the divergence between the 
growth of the two sectors increased significantly. 


The performance of the consumer sector in the major- 
ity of countries can be partly ascribed to the fact that the 
light and the food-processing industries were well sup- 
plied with raw materials, generally reflecting the very 
good 1966 harvests. In some cases the significantly larger 
imports of raw materials (in comparison with the pre- 
ceding year) also contributed to the steep increment in 
output, whereas the effect of the steeply rising supplies 
of domestic industrial materials — chemical fibres, plas- 
tics and various auxiliary products — was felt every- 
where. Another contributing factor was the recent in- 
crease in investment although it is difficult to assess its 
relative importance. 

On the demand side, the consumer-goods industries 
were supported by a high rate of expansion of exports. 
Indeed the rise in exports was so steep in a number of 
cases that it may be partly ascribed to a transitory 
increase in demand of certain countries. However, it also 
reflected the lasting influence of certain factors, among 
which was the increasing attention paid to export pro- 
motion, including, in a few countries, the application of 
specific incentives at the enterprise level (most of which, 
however, are still in an experimental stage). Conditions 
on the domestic market were less uniform; in the few 
cases where the growth of consumer-goods output failed 
to accelerate, this was mainly because of problems in the 
domestic market area. 

The increased role of the foreign trade sector was a 
rather important feature of the 1967 developments. As 
has already been mentioned, the enlarged supplies of 
imported materials contributed to the performance of 
the consumer-goods sector, both in respect to output and 
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particular needs of a given situation tend to gain in 
scope. Moreover,. the growth targets throw hardly any 
light on the intended qualitative achievements which 
tend to acquire priority compared with the purely quan- 
_ titative performance of the economy. 


2. INDUSTRY 


exports. The rise in exports was mainly the result of an 
upswing of trade in consumer goods within the area, the 
rise in imports being particularly marked in the Soviet 
Union and Hungary. Enlarged imports played a signifi- 
cant role in the improvement of the composition of 
supplies, in the easing of demand pressure in various 
areas and in generally raising the volume of sales to 
consumers. 


The main determinants of the changes on the con- 
sumer market are described in section 5 of this chapter. 
It appears that developments were generally more diver- 
sified than in the past, resulting from the interplay of a 
great number of factors. In some countries, the net 
outcome can be interpreted as a significant step towards 
the achievement of dynamic equilibrium between supply 
and demand, whereas in other countries a lack of bal- 
ance continued to be felt in some fields. However, in no 
case was an insufficient rise in money income a factor 
restricting the growth of consumer demand and thereby 
also the output of consumer goods. In fact, the problems 
experienced in 1967 can largely be related to such 
factors as the still inadequate diversification of produc- 
tion, slow progress in quality improvement and, on the 
whole, insufficient adaptation of output to the pattern of 
demand. Conversely, the progress achieved reflects 
changes in assortment and quality. Measurable changes 
of this kind took place in the textiles and the clothing 
industries, partly as a result of the greater availability of 
high quality materials. Moreover, the food industries 
have reached a higher degree of processing and pack- 
aging of goods; in general, their assortment has im- 
proved. While the impact of these factors has varied 
from one country to another, they have everywhere 
tended to make the growth of the consumer sector 
smoother than in the past. 


The rather diverse spectrum of performance of the 
consumer-goods sector in 1967 has brought into focus 
the close inter-relation between two aspects of the pre- 
sent industrial development policy, namely that of more 
evenly balancing the growth of the consumer- and the 
producer-goods sectors, and that of providing for a 
greater diversification in the structure of output and 
supplies of consumer goods. For, quite clearly, the re- 
duction of the gap between the growth rates of the 
producer- and the consumer-goods sectors, under the 
condition of a rapid overall expansion, implies rapid 
and steady structural transformation of industry so as to 
enable it to meet an increasingly sophisticated pattern of 
consumer needs. 


In the producer-goods sector, the developments during 
1967 were similar to those in the preceding two years, 
favourably influenced by a high rate of investment 
completions. The fuel supply situation was generally 


Sources : National statistics, plans and plan-fulfilment reports. 


Note. — Except where otherwise indicated, output data refer to “ gross pro- 
duction ”. The data cover state industry only in Hungary and state and co-operative 
industry in Albania, Bulgaria, Poland and Rumania. For the Soviet Union, they 
exclude industrial activity on collective farms, and for eastern Germany, handi- 
crafts. Employment and productivity figures are in many cases derived from the 
other available data. 

@ Targets set in original plans. The figures shown in the table may differ from those 
implied in the reported data on the actual change during the year and the per- 
centage of plan fulfilment, either because of plan modifications or because of 
differences in the base. Original plan figures are usually related to preliminary 
estimates of the base year: plan-fulfilment reports, as a rule, relate to the final 
returns of the base year. 


reported as satisfactory in the eastern European coun- 
tries, although in several of them coal output has been 
reduced. However, in the Soviet Union some strain 
seems to have existed, partly also reflecting а geo- 
graphical imbalance between availabilities and require- 
ments. In metallurgy, additions to capacities and im- 


= - 

Ь The figures from 1965 to 1968 (inclusive) refer to “commodity production ” 
which is not strictly comparable with gross production because the former 
excludes work in progress. 

с Figures were revised to exclude apprentices. 

4 The figures for 1966 to 1968 (inclusive) are given in terms of 1963 prices, the 
figures for the previous years in 1955 prices. 
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Part 1, Chapter I, р. 3, footnote 2. Beginning with 1966, the weighting system 
has been shifted to a 1965 base. A comparison of the new with previous weights 
was epee in the Economic Survey of Europe in 1966, Chapter II, Table 2, foot- 
note 4. > 


provements in the structure of production have every- 
where contributed to greater stability of supplies. 

A common feature in the area in respect of the basic 
materials industries is the great emphasis on improve- 
ments in the composition of supplies and efficiency in 
their utilization. It is widely accepted that industrial 


‚Работ of their consumption would have the same effects 
‚ аз on expansion of output. Various estimates, in fact, 
‘indicate that outlays on the rationalization of consump- 
_ tion of fuels and energy generally obtain better economic 
_ Tesults than corresponding outlays on the expansion of 
_ production. Similarly, the effect of outlays on improve- 
ment of the assortment and quality of steels is usually 
_ greater than that of outlays of similar size on the 
_ expansion of steel output. 


Output of electricity generally rose at higher than 

_ average rates for industry. In many respects the prob- 

_ lems referred to above are also relevant for this par- 

ticular branch, although subject to some qualifications. 

_ As in the case of fuels and metals, there is considerable 

scope for economies in the use of electricity also. How- 

_ ever, there is a difference as regards substitution possi- 

bilities — either of the kind which tends to raise the 

_ efficiency of supplies (e.g. oil for coal, high grade for 

lower grade steel etc.) or of the type which tends to 

reduce requirements (e.g. plastics for aluminium and 

steel) — which in the case of electricity obviously do not 

exist. Moreover, despite the swift growth of the electric 

power supply, consumption is still low in a number of 

uses — particularly in agriculture, transport and house- 

holds. Efforts are being made to improve the situation, 
but pressures nevertheless remain in specific areas. 


Output of chemicals and of engineering products con- 
‘tinued to expand at fast and rather stable rates in most 
cases. A rough weighting indicates that, in the area as a 
whole, the chemicals industries raised production be- 
tween 1966 and 1967 by some 13 per cent and the metal- 
processing industries by about 12 per cent. While some 
lead by the chemicals industry is apparent it can be seen 
from the figures below that in most countries it has been 
lower than in the previous year, and that in both years in 
a number of cases it has been below that of the ratio 
stipulated in the currently operative medium-term plans. 
This seems to reflect relatively greater ease in meeting 
production targets in the engineering industry than in the 
chemicals industry. 


Ratio of the growth rate of the chemicals 
to the engineering industry 


1966 |. де 

О а ре 1.06 0.99 1.22 
IE ZECHOSIOVAKIA. s,s 6 6 us ва 1.08 0.98 1.18 
Eastern Germany ...... ИЕР 0.97 ae 

ра ие 52 1.45 1.36 1.56 
м са 1.33 1.38 1.24 
О И , eo. о 1.59 1.35 1.39 
ЗоуееОтой". Ss es) + as 1.07 1.08 1.42 


Given the great complexity and variety which charac- 
terizes the output of these two high priority branches, 
the differences in their relative performance cannot be 
ascribed to a single factor. However, one of the reasons 
may lie in the fact that while the growth of the chemicals 
industry is in most countries still largely limited by the 
availability of production capacities and raw materials, 
the growth of the engineering industries is to a larger 
degree dependent on the state of demand, determined 


consumption of fuel and metals is high and that rational-. 


Сы 


largely by the rate of expansion of investment and 


exports. As there is in most cases a certain degree of 


-under-utilization of capacity, this branch finds it easier to 


fulfil, and in many cases to exceed, the scheduled pro- 


gramme. | 


It is perhaps more difficult to explain the relativ 
stability in the growth rates of these two branches. The 
movement by country of some of the main factors which 
determine demand for engineering products is given in 
Table 4. This table may be of some interest by itself ; 
however, since it does not include all the relevant fac- 
tors, it does not provide a full explanation of the 
eats of the engineering industries in the countries 
isted. 


No mention has been made so far of economic re- 
forms, although there is evidence of their impact on the 
performance of the industrial sector in some countries 
of the area. It is clear, however, that at the present stage 
the scope and timing of the newly introduced measures 
vary to such an extent that generalization seems almost 
impossible. Moreover, it is also extremely difficult to 
distinguish clearly between the effects of the reforms and 
those of other factors. 


Generally speaking, it is difficult to relate the effects 
of the reform to the behaviour of quantitative growth 
indices. The indices of “ gross production” (or even of 
“commodity production” as available in eastern Ger- 
many) may be unduly influenced by changes in indus- 
trial organization and similar changes which affect the 
amount of “ outside” purchases of auxiliary materials, 
parts and semi-finished products. On the other hand, 
they are not sensitive enough to changes in the “ value 
added ” contained in production. However, no matter 
what quantitative yardsticks may be applied, difficulties 
in measurement would remain. 


Progress made in the direction of a more efficient 
utilization of material, labour and capital resources 
adds, of course, to growth capacity and can be measured 
by quantitative indices, which may also reflect changes 
brought about, for instance, through improvements in 
the pattern of supply in areas where shortages or sur- 
pluses have hampered expansion. However, it is 
difficult to express all the gains expected from the 
reforms in terms of quantitative indices. Such indices 
cannot fully reflect changes in efficiency of production 
or in the quality and variety of assortment of goods. A 
switch to output of higher quality frequently implies a 
greater outlay of capital and/or labour resources, and 
greater diversification of consumer-goods production 
often means shorter production runs which may involve 
greater cost as well as a lowering of the overall volume 
of production, as measured in constant prices. More- 
over, although in the long term the effect of some of the 
changes currently promoted, such as elimination of un- 
profitable establishments, concentration of production in 
the more efficient units and greater specialization within 
industrial association is certain to be highly beneficial, 
in the short term the adjustments required are likely to 
have a depressive effect on production. 

In the following pages the 1967 industrial develop- 
ments in the countries of the area are reviewed in greater 
detail. 
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Poland 
Output of metal-processing industry ...... 
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Investment in machinery and equipment 
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Rumania 
Output of metal-processing industry 
Exports of engineering products 
Imports of engineering products ........ 
Investment in machinery and equipment 


Soviet Union 
Output of metal-processing industry 
Exports of engineering products 
Imports of engineering products Е 
Investment in machinery and equipment .... 
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Source : National statistics and plan-fulfilment reports. 


The Soviet Union 


The 10 per cent increase of industrial output in the 
Soviet Union not only contrasted sharply with the 
7.3 per cent gain stipulated in the annual plan but was 
also significantly in excess of the average growth rate of 
8 to 8.5 per cent postulated in the current Five-year 
Plan. Thus, the slight margin developed in 1966 has been 
widened to some 2 percentage points and although the 
1968 Plan foresees an increase of 8.1 per cent — well 
within the originally formulated limits — it is estimated 
that growth during the period as a whole will be signifi- 
cantly in excess of the goal initially set. In effect, the 
programme has been modified and now calls for an 


average annual increase of 8.9 per cent between 1965 


and 1970, which cumulatively will yield a production 


level 3 to 6 percentage points higher than that originally 
envisaged. 


Speedier adaptation of new technology, significant 
progress in mechanization and automation of production 
processes, as well as improvements in the planning and 
management system, have all contributed to the high 
performance of Soviet industry in 1967. With both the 
producer- and the consumer-goods sectors exceeding 
their plan targets, the acceleration has been more pro- 
nounced in the consumer- than in the producer-goods 
sector: The growth rate of producer-goods output 
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speeded up from 9.2 to 10.2 per cent, whereas that of 


consumer goods accelerated from 7.4 to 9.2 per cent. 
The ratio between the growth rates of the two sectors, 
which was practically identical to that stipulated in the 
Five-year Plan, is to be modified even further in favour 
of the consumer sector in 1968 — the latter plan calls for 
a higher increase of consumer- than of producer-goods 
output (8.6 as compared with 7.9 per cent). This would 
make up for the lag which developed in 1966. However, 
a reversal to the 1967 proportion is to be expected in the 
pai two years, as can be seen from the figures 
ow: 


Percentage change from preceding year Average 1965-1970 


1966 го к 268 Directives Actual 


Producer goods 

Ayres. ae: 9.4 Us 10.2 7.9 8.3-8.7 9.2 
Consumer goods 

(Bae ster are 7.0 6.6 9.0 8.6 7.4-7.9 8.3 
RatioA:B... 1.34 1.14 1.13 0.93 1.12-1.10 1.12 


A notable feature of Soviet industrial development in 
the past year was the relatively fast growth of labour 
productivity. The latter rose by 7 per cent — the highest 
rate attained in the nineteen-sixties— exceeding the 
‘plan target by as much as 2 percentage points; and 
whereas employment also rose somewhat more than was 
scheduled, the postulated growth proportion between the 
two factors was fully attained. The steep rise in labour 
productivity provided the basis for a reduction in pro- 
duction costs, the latter being partly due to savings in 
material inputs. Profits, calculated in comparable prices, 
rose by 22 as against an increase of 12 per cent regis- 
tered in the preceding year. 

Data for individual republics indicate that the indus- 
trial growth rate accelerated in 1967 in the Russian 
Federation and to a lesser extent in the Ukraine, 
whereas it remained unchanged in Byelorussia. How- 
ever, growth continued to be relatively fastest in the 
latter Republic ; and the Plan provides for a similar lead 
in the current year : 


Global industrial output 
Percentage changes from preceding year 


1964 1965 1966 1967 Plan 


ОЕ ae oe 6 5 8 10 8 
Ukrainian SSR... 7 10 8 9 7.6 
Byelorussian SSR .. 10 10 13 13 10.4 


Among the branches turning out predominantly pro- 
ducer goods, only the timber, wood and paper industry 
accelerated its growth rate significantly (see Table 5). 
The pace of expansion of all the other major branches 
within this group has remained virtually unchanged, 
whereas the proportion of the output of these branches 
directed towards the consumer market appears rather 
to have increased. By contrast, in the consumer sector all 
major divisions participated in the upswing, although the 
expansion of food processing contributed most. Output 
of the food-processing industry rose by 7 per cent as 
compared with 4.3 per cent in the preceding year, 
whereas the light industry accelerated its growth rate 


from 8.8 to 11 per cent. Also contributing was the faster 


expansion of output of “cultural and household 
goods”, the latter term including production of all the 


other industrial branches directed towards the consumer 
market, which registered a growth rate of 15 per 
cent—the comparable figure in 1966 having been 
13 per cent, and the 1967 Plan figure 16 pér cent. © 


While most of the heavy industry branches have over- 
fulfilled their global production target it was the engi- 
neering and chemicals branches which did so with the 
widest margin. The engineering industry raised its out- 
put by 12 per cent instead of a postulated 9.5 per cent, 
repeating exactly the performance of the previous year 
and increasing somewhat the lead over the rate estab- 
lished in the current Five-year Plan, which, as now 
reported, calls for an average annual increase of 
11.2 per cent in the years 1966 to 1970. As can be seen 
from the figures below, means of automation and control 
systems, motor-vehicles, machinery and equipment 
for the light and food-processing industries, and house- 
hold appliances were the most dynamic sections, re- 
flecting the high priority attached in the current pro- 
gramme to technological advance and to the raising of 
living standards. Output of instrument making and of 
machinery and equipment for the light and the food- 
processing industries is expected to increase by some 
50 per cent in the next three years, and it is planned 
that during the five-year period more than 600 auto- 
mated control systems and 230 computer centres will be 
created in the various branches of the economy. Output 
of passenger-cars, after having risen by 14 per cent in 
1966 and 9 per cent in 1967, is scheduled to reach the 
level of some 700-800 thousand units by 1970, which is 
about three times as much as presently produced. 


Index numbers Percentage 
Ministerial Department (preceding of plan 
year = 100) fulfilment 
1966 1967 1967 
Heavy industry, power and transport, 

machine building ........ 108 109 100.8 
Construction, road building and civil 

engineering G2...) SS ee 112 111 101 
Chemicals and petroleum machine 

building S22. о. 110 111 102 
Metal tool and tool industry .... 110 111 102 
Motor-vehicle industry ....... 114 113 102 
Tractor and farm machine building . 110 109 100.4 
Machine building for light industry, 

food industry and household appli- 

AUCES В Пе 115 114 101 
Electrical equipment industry .... 110 109 101 
Instrument-making, means of automa- 

tion and control systems ..... 116 117 103 


The chemicals industry continued to develop rapidly, 
exceeding its plan target by at least 2 percentage points. 
However, as in the previous years, difficulties were en- 
countered in the fulfilment of the plan for some major 
products which prompted in effect some revision of the 
medium-term targets. Output of plastics and synthetic 
resins rose by 14 per cent instead of the planned 18 per 
cent and the goal for 1970 has been currently set at 
1.8 million tons instead of the previously contemplated 
2.1-2.3 million — still an ambitious plan if one considers 


Glass and china 


Clothing 
Fur, leather and footwear 
Food processing 


Energy 


Building materials 


Food processing 


Engineering and metal working . . . . 


Chemicals 
Building materials 
Light industry 

Food processing 


Engineering and metal working . . . . 


Building materials 
Chemicals 
Light industry 

Food processing 


Enginee ring and metal working . aces 
‘Building materials ......... 
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Food processing 


Sources : National statistics and plan-fulfilment reports. 


Norte. — Coverage is the same as in Table 3, except for Bulgaria where the data relate to state industry. 


that it implies an average annual growth rate during the 
next three years of 17.4 per cent. Output of chemical 
fibres rose by 11 per cent; as initially formulated, the 


‘current Five-year Plan called for an average annual in- 


crease of between 13.9 and 15.9 per cent, and it is now 
postulated that it will amount to an average of only 


10.9 10.0 144 
11.5 17.0 
16.8 11.2 
8.9 8.6 9.3 
7.0 6.4 it 
4.3 1.2 1.0 1.7 
8.6 9.1 7.9 8.7 
17.4 12.4 10.3 9.7 
11.2 9.0 10.0 9 
9 9 8 
a he? 7.4 Hie 7 
9.4 12.0 9.5 12 
1337 12.8 9-11 13 
8.9 9.1 9 
4.2 3,5 7 
7.6 10.6 - | я 
0.6 8.8 6.1 11 8.5 
13.2 4.3 6.2 7 
@ Light industry. 


11.7 per cent. Output of chemical fertilizers rose some- 
what more than scheduled (11 against 8.3 per cent) and 
the plan for doubling production in the five-year period 
remains fully in force. 

The fuel industry expanded its output by some 7 per 
cent, slightly more than planned, the growth of the 


natural gas industry continued to slacken and that of the 
coal and crude oil industries showed only minor changes. 
Although output of crude oil was somewhat higher than 


scheduled it has been stated that further growth is being 


held back by the lag in the construction of pipe- 
lines,2 and a deceleration is apparently to be expected 
as the 1970 Plan calls for an output of 350 million tons, 
implying an average increase in the next three years of 
6.6 per cent.2 The expansion of natural gas output is 
to be maintained, however, at the 1967 rate of around 
10 per cent, whereas the coal industry is apparently 
to accelerate its growth rate although not as much as 
the attainment of the original target would require.° 
Recent changes in the share of oil and natural gas in the 
total fuel supply and the planned proportion for 1970 
are indicated by the following figures : 


The share of oil and natural gas in total fuel supplies 7 


Percentages 


1970 
Plan 


60.0 


1960 1966 
38.4 53.9 


а Excluding the fuel equivalent of hydro-electric and atomic 
power. The figures are official estimates based on standard 
coefficients of the average calorific value of the various types 
of fuel. 


1967 
56.0 


1965 
51.0 


The power industry did not fully meet its plan target 
as electric power production, planned to increase by 
9.7 per cent, rose by only 8.1 per cent and, while better 
results are excepted in 1968 (the Plan calling for a 
10.3 per cent growth rate), the goal for 1970 has been 
reduced and now provides for an output of some 
800 billion kWh in place of the 830-850 billion previ- 
ously contemplated. The growth of power capacities will 
be implemented mainly by the construction of large 
thermal power stations with high capacity generating 
units. Generators with capacities of 500 thousand kW 
will go into operation at the Nazarov State Regional 
Power Plant, and units with capacities of 800 thousand 
kW at the Slavyansk State Regional Power Plant. An- 
other notable feature of the present programme is the 
planned vast increase of electric power supply to agri- 
culture. 


Output of metallurgy rose by 8 per cent, somewhat 
less than in the preceding year, possibly on account of 
some slow-down in the ferrous metals sector. Output of 
raw steel increased by 5.5 per cent and of rolled products 
by 6.5 per cent. The comparable figures for 1966 were 
6.5 and 8.0 per cent respectively, and the 1968 Plan 
provides for a further decline in the growth rate, produc- 
tion of raw steel being scheduled to increase by 4.9 per 
cent and of rolled products by some 4.5 per cent. In 
view of the recent prevailing shortage and in order to 
prevent a further decline, investment in this sector had 


* Pravda, 11 October 1967. 
3 An increase of 7.3 per cent is postulated in the 1968 Plan. 


“Ап increase of 9.2 per cent is written into the 1968 Plan, whereas 
the Plan for 1970 has been revised downward by some 10 to 25 bil- 
lion 113. 

5 According to this, the average growth rate in the next three 
years would have to amount to some 4 per cent. A downward 


revision of the plan must have taken place, as indicated in Planovoe 
khozyaistvo, No. 12, 1967, р. 11. 


increased by 21 per cent in 1967 and a rise of 23 per 


cent is contemplated for 1968. This should make it 
possible by 1970 to reach an output ‘of 124 million tons 
of raw steel and of 96 million tons of rolled products, 
implying an average increase in the next three years of 
around 6.3 per cent in both cases. Output of non-ferrous 
metals continued to rise at a steady 11 per cent, a 
similar figure apparently being provided in the Plan for 
the current year, production of aluminium being sched- 
uled to rise by 10.5 per cent, copper by 8.2 per cent, 
and a swift build-up of the ore base of these and other 
non-ferrous and rare metals being promulgated.® 


The acceleration in the growth rate of the lumber, 
pulp and paper and wood-processing industry was ap- 
parently due to a significant extent to better perform- 
ance in the milled lumber section; output of milled 
lumber rose to 267 million m*® as compared with a 
planned 256 million, a welcome development in face of 
the prevailing short supply situation.’ However, it is 
not clear whether the postulated target of a 14.8 per 
cent increase in the output of cellulose, including a 
30 per cent rise in the production of viscose for manu- 
facture of artificial fibres, was met. It is planned to raise 
production of cellulose in the present year to 4.7 шоп. 
tons, 47 per cent above the 1965 level, while another 
50. рег cent increase is to be attained in the next 2 years 
bringing production to a level of some 7 million tons, in 
place of the 8.4 to 9 million initially expected. Output 
of paper, after having risen 9.9 per cent in 1966 and 
some 7 per cent in 1967, will only increase by 5.3 per 
cent this year. However, by 1970 production is to reach 
the level of 5 million tons, implying a 25 per cent rise in 
the last two years of the plan. Production of furniture 
grew at a 10 per cent rate, somewhat faster than in 
1966, bringing the original directives for 1970 well within 
reach at an earlier date. Е 


The rate of expansion of the light industry was by far 
the highest attained in the nineteen-sixties and as in the 
preceding year was much above the target laid down in 
the national economic plan. Well supplied with raw 
materials and stimulated by a high level of demand, the 
needle industry was able further to accelerate its growth 
rate, from 10 to 14 per cent, while other sectors also 
turned out good results, including a 15 per cent increase 
in the output of knitted outerwear and a 7 per cent rise 
in the production of footwear. In order to ensure a 
further fast growth in the light industry, investment is to 
be stepped up in the current year by 25 per cent; and 
although no revised figure of the 1970 target for the light 
industry has been published it would appear that it is 
considerably above that originally contemplated. 


The reiatively favourable performance of the food- 
processing industry was due to the acceleration in indus- 
trial meat processing, dairy products, fish catch and 
canned food sectors. Production of sugar, confectionery 


8 Pravda, 11 October 1967. 


7 It was stated in connexion with the inauguration of the 1967 Plan 
that the national economy will be more than 8 million т short of 
lumber. Owing to the considerable over-fulfilment of the Plan, better 
utilization of lumber and the production of new materials, the sup- 


ply situation must, in fact, have improved considerably in the past 
year. 
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and vegetable oils, after having declined in the preceding 
year, registered a modest gain in 1967. 


Eastern European countries 


The growth rate of industrial production in the eastern 
European countries taken as a group continued to be 
somewhat lower than that of the Soviet Union. However, 
the speed-up was of about the same order in the case of 
“both output and productivity, a slower increase in em- 
ployment having, as in the preceding year, fully ac- 
counted for the gap. 


Within the group, the pattern of growth was once 
again such as to narrow significantly the existing 
differences in the degree of industrialization between the 
countries of the group. The spread in the growth rates 
was between some 7 per cent for Czechoslovakia and 
eastern Germany and 12.8 per cent for Albania and 
some 13.5 per cent for Bulgaria and Rumania, with 
Hungary and Poland in an intermediate position. The 
ranking order with regard to the growth of industrial 
employment approached the same pattern, the only ap- 
parent exception being Poland, where the industrial 
labour force expanded more than might have been 
expected on the basis of the relationship described. The 
variation in the growth rates of labour productivity was 
smaller in 1967 than in most recent years; it remained 
within the range of 6 to 9 per cent, once again with the 
exception of Poland, the figure for which was much 
lower. 

Although the 1967 Plans provided for some reduction 
in the rate of expansion, the actual performance was 
everywhere better than planned and, in effect, in all 
countries the attained growth rates were either higher 
than, or about equal to, those registered in 1966. The 
acceleration was most pronounced in Hungary and less 
so in Rumania, Bulgaria, Albania and eastern Germany, 
in that order. Poland turned out a rate virtually the 
same as in the previous year, while Czechoslovakia also 
practically maintained its pace of expansion. 

The positions attained by the various countries in the 
last quarter of 1967 with respect to their medium-term 
goal, as well as the rhythm of expansion within the year 
by quarters, are depicted by the figures in Table 6. It 


Sources : Derived from national statistics; and United Nations, ECE, Statistical Indicators of Short-term Economic Changes in ECE Countries. 


| TABLE 6 — 
om Seasonally adjusted indices of industrial production in eastern Europe; and plans for 1970 
ai = (1965 = 100) 


can be seen that, as a result of considerably better than 
planned performance in the last two years, Hungary was 
able to reach about two-thirds of its five-year target, 
Czechoslovakia about three-fifths and Rumania nearly 
one-half. Eastern Germany kept slightly ahead of this 
target, while Bulgaria and Poland kept about in line 
with it. 

In most countries, the rhythm of industrial expansion 
was more even during 1967 than during the previous 
year. A comparison of the production indices of the 
various quarters (adjusted for seasonal variations) points 
to a steadily rising level in all countries, with the excep- 
tion of Bulgaria and Poland. In Czechoslovakia and 
eastern Germany, the last quarter was particularly fa- 
vourable, in Hungary the first and the last, while in 
Rumania the third quarter brought a particularly high 
increment. By contrast, there was little change in the 
level of production in Poland in the last three quarters of 
the year, whereas Bulgaria registered a decline in the 
third and fourth quarters. 


Following the fashion of the last few years, the overall 
growth rates of industrial production postulated for the 
current year are almost everywhere lower than those 
which were attained in the year which had just passed ; 
and based on the same experience there is no reason to 
doubt that these will once again be reached and ex- 
ceeded. What is less certain is whether the already high 
growth rates achieved by most countries in 1967 can be 
augmented even further, particularly in view of the 
fact — previously mentioned—that in Bulgaria and 
Poland most of the 1967 growth occurred during the first 
part of the year, which does not provide a convenient 
basis for deriving a high year-to-year change in 1968. 
Also notable is the fact that Bulgaria and Rumania plan 
for growth rates which not only are lower than those 
actually attained in 1967 but are also lower than those 
which were planned for that year. 


Hugarian industry accelerated its rate of advance 
from 6.6 to 9.1 per cent, largely on account of an 
upswing in the growth rate of the food-processing indus- 
try (from 2.9 to 9.5 per cent) and of the light industries 
cent, virtually the same rate as attained in 1966. The 
(from 6.3 to 10.4 per cent). Taken together, the heavy 
industrial branches expanded production by some 8 per 


metal-processing, construction materials and chemicals 
industries turned out a record somewhat better than in 
the preceding year, that of the latter industry including a 
16 per cent rise in exports. However, the group as a 
whole suffered from the decrease in the output of the 


mining industry, brought about by the closing down of. 


collieries operating at high cost. Coal production de- 
creased by about 10 per cent, the production of natural 
gas rose by 33 per cent, whereas output of crude oil 
remained at the level attained in 1966. 

The rapid increase in output of the food industry was 
due to both a high level of agricultural supplies and 
more advanced processing ; output of frozen foods rose 
by 26 per cent, butter by 21 per cent, sausages by 
19 per cent and sunflower oil by 58 per cent. The 
speed-up in the expansion of the light industries was 
centred on the woollen fabrics, knitwear, needle and 
footwear divisions, output of men’s outer clothing 
having risen by as much as 38 per cent and of women’s 
clothing by 17 per cent. 

The increase of nearly 7 per cent in industrial labour 
productivity in Hungary was among the highest attained 
in the 1960s, equalled only by that of 1961 — in which 
year, however, output rose at a higher rate. Production 
was reported to have been better adapted to require- 
ments, the expansion of deliveries for the consumer 
market, exports and investment purposes having risen 
by about equal rates. Similar proportions are apparently 
to be kept in the current year, industrial production 
being scheduled to rise by 6 to 7 per cent and deliveries 
for the consumer market by 7 per cent. 


Rumanian industry improved its growth rate from 
11.7 to 13.5 per cent, the expansion of the producer- 
goods sector accelerating from 12 to 13.6 per cent and 
that of the consumer-goods sector from 11.2 to 13.4 per 
cent. While most branches of heavy industry expanded 
production at a higher rate than in the preceding year, 
the speed-up was particularly pronounced in ferrous 
metallurgy and the metal-processing industries — the 
latter evidently overfulfilling its plan target by a very 
wide margin. The chemicals industry once again turned 
out an impressively high growth rate (above 20 per 
cent), output of synthetic rubber rising 45 per cent, 
synthetic fibres 38 per cent and chemical fertilizers 
28 per cent. Output of electricity rose nearly as much as 
in the preceding year but in connexion with a much 
lower rate of completions (totalling 700 MW of capacity 
as compared with 1200 MW put into operation in 
1966). Output of non-ferrous metallurgy, after having 
risen by 24 per cent in 1966, rose by 11 per cent in 1967, 
reaching apparently about one-half of the target stipu- 
lated for 1970.8 

Both the light and the food-processing branches ш- 
creased their pace of expansion, but the former to a 
greater extent than the latter. The 14 per cent increase 


$ According to this, the volume of output of non-ferrous and rare 
metals will attain a level 70 per cent higher than in 1965. This 
includes, particularly, an expansion of aluminium and zinc produc- 
tion, the latter being scheduled to reach an annual volume of 
100 thousand tons. It has been reported that the first quantities of 
germanium, indium, selenium and tellurium have been turned out 
in Rumania on an industrial scale and the plan, apparently, is to 
considerably expand production. 


in output of the light industries compared with an — 


11 per cent growth in the previous year, reilecting ап. 
acceleration in particular in the production of footwear, 


_ which rose by 24 per cent; output of ready-made gar- 


ments rose by 16 per cent — about the same rate as that 
recorded in 1966. The 9.3 per cent rise in the output of 
foods included an increase in industrial meat output of 
16 per cent, in prepared meats of 12 per cent, in pro- 
cessed milk of 12 per cent and in vegetable oils of 
24 per cent. 

The growth of industrial labour productivity in 
Rumania was once again the highest in the area. This 
consistently high performance reflects, evidently, the 
generally favourable conditions in which industry oper- 
ates. It appears, nonetheless, also to be a product of 
what might be termed a relatively stringent policy with 
respect to employment, given the still abundant labour 
supply. 

Bulgarian industry advanced its growth rate from 12.2 
to 13.4 per cent, largely in connexion with a speed-up 
in the expansion of metallurgy. The food-processing and 
the light industries branch increased production at about 
the same rate as in the preceding year, but the expan- 
sion of durable consumer-goods output seems to have 
accelerated and in effect the consumer-goods sector as a 
whole must have increased production by some 11 per 
cent, slightly more than in 1966. Further enlargement of 
the Kremikovtzi Combine ® provided the basis for rais- 
ing production of ferrous metallurgy by 27.3 per cent as 
against the 17.2 per cent rise scored a year earlier. The 
growth rate of the machinery and chemicals branches 
remained unchanged at about 20 per cent: in the former 
a rapid advance was made, in particular, in the electro- 
technical section, but a slow-down occurred in heavy and 
general machine building and the machine-tool sections. 
In the chemicals industry, output continued to develop 
mainly in two directions: pharmaceuticals and ferti- 
lizers, the effect of several important capacity additions 
in other areas not having yet been fully felt.1° 


While the indices characterizing the growth of Bul- 
garian industry in 1967 have altogether been favourable, 
there were also symptoms of mounting strain. The pres- 
sure on supplies of raw materials seems to have in- 
creased and to have been among the factors responsible 
for the decline in the level of production in the second 
part of the year (see above).1t Another area where 
strain has been accumulating for some time is the situa- 
tion in the field of industrial organization and labour 
supply. 

The problems in this area can be partly traced to the 
fact that employment plans have been exceeded by a 
very wide margin in a number of recent years. Employ- 
mert rose rapidly which, while contributing to the faster 
growth of output, had certain side-effects. Labour pro- 
ductivity, although growing fast, felt a depressive im- 


* This plant accounted in 1967 for about 50 per cent of the nation’s 
steel output. 


10 Major additions to the capacity of the chemicals industry in 1967 
were a plant for carbamide in Vratsa, a plant for phosphorous acid in 
Dimitrovgrad, a plant for polyester fibres in Lambol, two plants for 
polyethyline and a plant for phenol near Bourgas. 

11 See also section 6 of this chapter. 


pact, particularly in years of considerable upswing in 
the labour force. Moreover, problems associated with 
‘the adaptation and assimilation of a large influx of 
в from the farms were created which, together with 
о her effects such as wage disproportions and difficulties 
In maintaining equilibrium on the consumer market, 
have influenced quality standards, incentives, and 
otherwise affected industrial performance. It is in con- 
hexion with such difficulties that the Plan for 1967 
postulated an increase in employment of 2.8 per cent, 
-less than provided for in most of the other years and, 
although the plan was once again exceeded, the growth 
tate of employment decelerated from 9.2 to 4.9 per cent, 
a fact which has contributed in no small degree to the 


registered increase in the growth of labour productivity © 


from 3.0 to 8.1 рег cent. A further sharp reduction in 
‘the growth rate of industrial employment is scheduled 
for the current year, while the rate of increase in labour 
_ productivity is to be even further augmented. 


The process of re-orientation and adjustment which 
Albanian industry went through in recent years was 
apparently carried far enough to enable it to re-enter a 
path of rapid expansion. After having grown in the 
period from 1961 to 1965 at an average rate of 6.8 per 
cent, production rose by 12 per cent in 1966, by 
12.8 per cent in 1967, and a further gain of 21 per cent 
is now postulated for the current year. As in other 
less industrialized countries, commissioning of new са- 
pacity has been the principal source of advance during 
the last two years, the greatest progress having occurred 
in power generation and сБеписа15.13 Other branches 
with higher than average growth rates were ferro-nickel 
mining and metal-processing. The latter industry, in par- 
ticular, is still at a stage of rather early development, 
however, as it accounts for only about 8 per cent of 
total industrial production. In order to provide better 
conditions for its further development, it has now been 
decided to concentrate the available machine-tools and 
similar equipment — a great part of which is presently 
situated and controlled by textiles factories, machine 
tractor stations ес. — ш larger establishments special- 
izing in engineering production. 

East German industry advanced its growth rate from 
6.4 to 6.8 per cent, the growth rate of the light industry 
being lifted above the average. Supplies of basic mate- 
rials, with an increasing contribution from petro-chemi- 
cal products, are reported to have been steady and 
corresponding to demand. Employment decreased slightly, 
but some shift in its distribution seemed to have relieved 
the strain somewhat in key development branches — 
as evidenced by an increase in multiple shift working. 
The shortening of the working week by more than an 
hour, which had taken place in connexion with the 


12 This large increment will, if achieved, raise production in 1968 
to the level originally provided for 1969. 

18 The main additions to industrial capacity in 1967 were ш this 
branch (which, however, did not meet the annual production target) 
with the completion of factories for nitrogenous and superphosphate 
fertilizers at Fier and Lac respectively. The country’s third current 
works at Fush-Konja began deliveries in 1967 and a fourth is under 
construction at Elbasan. | 

14 The percentage of workers employed under а two- or three-shift 
system rose in industry as a whole from 21.6 to 24.7 per cent. 


transition to a five-day week,!® had no visible effect 
on productivity, which rose by 6.2 per cent; that is by 
more than in the previous year. 

The growth rates of the various branches were charac- 
terized by a marked stability in 1967. The expansion 
rate of the power industry, although lower than in 1966 
when significant new capacity had been added, was well 
in line with the five-year plan target. The stagnation of 
the mining industry since 1965, mainly due to a contrac- 
tion in lignite production, came to an end, output rising 
by 4.4 per cent largely in connexion with the expansion 
of potash production. The metallurgy, chemicals and 
building materials industries developed at about the 
same pace as in the preceding year, but with important 
changes in structure, more in line with demand. 


The rate of expansion of the metal-working branch 
accelerated somewhat, reflecting a swifter growth of the 
heavy engineering and transport equipment sections and 
better results in shipbuilding. The metal-ware and fine 
mechanics and optical instrument sections maintained 
their fast growth rate of 1966 as did the electro-technical 
industry, which is destined to play the key role in the 
present programme of modernization of the east German 
economy. In the course of 1967, a number of important 
organizational measures to improve the enterprise struc- 
ture of this branch were carried out, including the amalga- 
mation of enterprises into combines according to com- 
modity groups and the concentration of production of 
particular items in single enterprises. With domestic 
demand for certain types of consumer appliances level- 
ling off, attention is now concentrated on expanding 
production of high quality items for export. Moreover, 
a shift from the relatively high share of consumer elec- 
tronics to automation and data-processing equipment 
and office machinery is being contemplated. Commercial 
production of the domestically designed medium-size 
computer Robotron 300 began at the end of 1967; 
according to plan, 200 units are to be completed in the 
period up to 1970, mainly for the home market ; рго- 
duction for export is to be concentrated on peripheral 
data-processing equipment. 


In the light industry, all sections with the exception of 
clothing have shown an accelerated growth. Expansion 
was particularly rapid in woodworking, textiles, glass 
and ceramics. The food industry expanded output at 
about the same rate as in the preceding year, but some 
speed-up may be expected in 1968 with the presently 
high level of agricultural supplies. 


The development of Polish industry in 1967 was 
affected by a number of countervailing factors. There 
was on the one hand the influence of a high level of 
investment and export demand as well as of a high rate 
of completion of industrial projects and, on the other 
hand, the depressive impact of a declining growth of 
agricultural supplies, but, more important, of a virtual 
stagnation in a number of areas of the consumer market. 
As an outcome, industrial production rose by 7.5 per 
cent, an identical rate to that of the previous year and 
more than was envisaged in the annual plan, but consid- 
erably less than was achieved on the average for the 


15 The change was introduced as from the beginning of September. 
Previously a five-day working week alternated with one of six days. 
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‘nineteen-sixties. Moreover, the expansion of consumer- 
goods output decelerated whereas that of producer 
goods speeded up, resulting in a widening of the gap 
between their growth rates far beyond the limit planned ; 
and the plans for the next years provide little prospect 
for a re-alignment back to the basic proportions pos- 
tulated in the current Five-year Plan.7® 

The problems created by the disproportionate growth 
of the two sectors have tended to be aggravated by the 
above planned expansion of industrial employment. All 
of the output turned out in excess of the plan was 
concentrated on the producer-goods sector and all of it 
was attained in connexion with a higher than planned 
employment rate. 

Among the predominantly producer-goods branches, 
fluctuations in the growth rate have been relatively 
small. An exception was non-ferrous metallurgy, the 
expansion of which has accelerated from 6.2 to 10.7 per 
cent, largely in connexion with an increase in alumi- 
nium production of 67 per cent, made possible by a 
fuller utilization of the Konin plant put into operation 
in 1966. The expansion of engineering speeded up some- 
what, deliveries for export rising faster, but supplies to 
the consumer market rose more slowly than in the preced- 
ing year.17 Also somewhat faster was the growth of the 
construction materials and the chemicals branches, the 
latter raising deliveries for export by as much as 
25.7 per cent ; the increase in the output of nitrogenous 
fertilizers was particularly large (28.4 per cent) as a 
result, among other factors, of completion of the nitro- 
gen combine at Pulawy; synthetic fibres increased by 
21.9 per cent and pharmaceuticals by 14 per cent. The 
fuel and ferrous metallurgy branches progressed at about 
the same rate as in the preceding year, the latter industry 
considerably exceeding, however, its plan target; out- 
put of raw steel passed the 10 million ton mark and the 
consumption of wet coke per one ton of pig iron was 
reported to have decreased from 816 to 761 kg. Only in 
the power industry was a slight slow-down registered, 
although more electric generating capacity was added 
than in the preceding year.1® With an increase in electric 
power output of 8.1 per cent, supplies to the railroad 
system rose some 19 per cent and for household and 
communal use by about 10 per cent. 

Virtually all of the predominantly consumer-goods 
branches experienced a slow-down in the rate of expan- 
sion. An exception was the leather and footwear indus- 
try which did much better than in the preceding year. 
The pace of expansion of the food-processing industry 
decreased from 4.9 to 1.7 per cent, and was less than 
planned owing to a fall off in the growth of meat supply 


16 Recent changes and plans for the two sectors are as follows: 


1967 1967 1968 1969 
1965 1966 Plan Actual Plan Plan Hie 
Producer goods .. 9.8 8.0 7.0 9.0 8.2 9.0 8.2 
Consumer goods . . 7.1 6.4 4.8 4.8 3:1 5.6 6.4 


" Enterprises under the Ministries of Heavy Industry and of 
Machine-building, accounting for the bulk of production of this 
branch, were reported to have increased deliveries for export by 
17 per cent and deliveries for the consumer market by 5 per cent. In 
1966, deliveries to the consumer market rose by 9 per cent. 


18 A total of 1,013 MW was added which amounted to an 
increase of 10.2 per cent as against a rise of 2.6 per cent in 1966. 


and to an inadequate demand in a number of sections, — 
including confectionery, 


oils and fats, and fruit and — 
vegetable preserves. Also sharply off was the rate of | 
expansion of the glass and china and textiles industries, — 
production of a number of modern and highly demanded 

products having fallen considerably behind the target. — 
The needle industry performed relatively well owing, — 
apparently, more to a rise in exports than to a high level | 
of domestic demand. ‚бе 

In terms of growth of global product, the performance | 
of Czechoslovak industry was about the same as in the 
previous year. Industrial employment rose less, however, — 
and rising labour productivity accounted for a greater | 
share of the production increase than it did in most of 
the years of the nineteen-sixties. Material inputs were 
also lowered significantly {1 and, while no data are cur- 
rently available, it would appear that the growth of — 
industrial net output was higher than in the preceding. 
year. 

Other indices are subject to more varied interpreta- 
tion. It can be seen from the figures below that, whereas 
in 1966 the slow-down in industrial deliveries was more 
pronounced than in global industrial production, in 1967 
there was a significant acceleration in deliveries in the 
face of a slight decline in production. Deliveries to the 
consumer market expanded at a somewhat higher rate 
than in the preceding year, reflecting an improvement 
in structure; and greatly increased deliveries for ex- 


" port —all of it to eastern markets — tended to reduce 


the over-stocking existing in certain areas.2? However, 
a sharp slow-down in investment deliveries has tended to 
have the opposite effect and altogether the growth of 
internal demand 21 has not been sufficient to absorb the 
increase in production. 

Inventories continued to climb and, whereas their rate 
of expansion was somewhat lower in relation to the 
growth of production than it was in 1966, it was higher 
than the already excessively high average which has 
prevailed in the period between 1960 and 1965. 


Percentage change from preceding year 


1964 1965 1966 1967 

Final production deliveries . . 4.6 hae, +5 6.2 
of which for: 

Investment’ и. 11.4 9.0 9.6 0.8 

consumption? ses, пала Е 3.9 4.2 4.4 ы 

export > Me See ee ie at ак 2.6 11.6 be | 9.8 

Increase mnstocks: соты —1.7 —2.7 7.0 6.4 


@ At wholesale prices. 


_ The situation with respect to supplies of basic mate- 
rials was on the whole favourable. Output of: electric 
power rose by 5.9 per cent, supplies for the purpose of 


За The 1967 Plan provided for a reduction of material inputs in the 
major industrial organizations to the ratio of 0.79 per unit of pro- 
duction. A ratio of 0.69 was reported to have been attained by 
mid-year. 

0 It should be noted that the rise in deliveries to export organiza- 


tions exceeded the rise in exports, indicating some shift in inventory 
holding from producers to foreign traders. 


ay While the stagnation in investment deliveries was partly a result 
of restrictive policy with respect to investment expansion, it was also 
due to the fact that investors became more “ choosy ” with regard to 
the type of machinery. Thus, the situation which for some time 
existed on the consumer market has, as a result of the reform 
“ spilled over ” to the producer market. у 


household consumption rising by more than 10 per cent 


and other demand being fully met. Expansion of metal- 


i lurgical output has decelerated sharply ; supplies were 
nonetheless more steady owing partly to an improvement 
_Ш the structure and a saving in use. Output of rolled 


steel rose by 9.1 per cent, out of which sheets increased 
by 20 per cent, in connexion with the putting into 
operation of new capacity, and there was a decline in 
unfilled orders. Mine output declined yet no strain was 


visible in the supply of fuel. 


While the growth rate of three major processing 
branches — engineering, construction materials and che- 
micals — underwent little change, the destination of pro- 
duction did so to a large extent, indicating the different 
demand factors which may be taken to have contributed 
to a large extent to the given performance. In engineer- 
ing, the slow-down of investment demand expressed in a 


- drop in the growth rate of deliveries from 10.1 to 2.1 per 


cent, had a damping effect on expansion. Compensating 
for this to a large extent, however, was an upswing in 
deliveries for export from 7.5 to 12.5 per cent, and for 
the domestic consumer trade from 11.9 to 18.8 per cent. 
In the construction materials industry, the fall in deliv- 
eries for investment purposes was less sharp; but the 
compensation derived from an increase in other outlets 
was also smaller. In the chemicals industry, deliveries 
for intermediate use rose by 9.4 per cent, apparently less 


than in the preceding year, while the growth rate of sales 


for export was reduced from 9.8 to 8.3 per cent. As in 
the case of engineering, a compensating element was an 
upswing in deliveries for the consumer market, from 
11.4 to 22.4 per cent. 
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_ Backed by the favourable performance of agriculture 
in 1966 and 1967, the food industry was able to maintain 
its pace of expansion. However, the light and other 


‚ predominantly consumer-goods industries did less well, 


the rate of expansion decelerating from 6.4 to 5.2 per 
cent. The decline was the result of fall-off in the expan- 
sion of deliveries to the domestic market from 7.1 to 
4.8 per cent ; deliveries for export rose by 12.0 per cent 
compared with 4.5 per cent in the preceding year. 


Taken together, the growth of consumer-goods output 
has probably approached the rate of 6.5 per cent in 
Czechoslovakia, which is only slightly lower than the 
growth of producer-goods output. This took place, how- 
ever, in a year when investment has practically stag- 
nated, and ihe expansion of the basic materials indus- 
tries was held back in a move to reduce costs and to 
improve efficiency, while on the other hand purchasing 
power available to the population was sufficient to 
absorb a higher growth of this sector.?? The impressive 
growth of supplies of engineering and chemical products 
to the consumer market, including an increase of 20 per 
cent in the production of passenger-cars is undoubtedly 
indicative that a further step was made towards solving 
the problems hampering the growth of this sector. How- 
ever, with a slow-down of output in the light and other 
predominantly consumer-goods industries — mostly due 
to an inappropriate pattern of supplies — it is clear that 
progress was still inadequate, and it is in this area, 
among others, that the influence of the new system will 
have to make itself more visible in the near future. 


22 See discussion in section 5 of this chapter. 


3. AGRICULTURE 


In view of the very favourable climatic conditions in 
the previous year, no spectacular advances in global 
agricultural output were to be expected in 1967. 

In practically all countries, the high 1966 level of 
agricultural output was maintained (see Table 7), and in 
the more northern part of the area—less exposed to 
the extremes of weather and also in general better 
equipped to resist its influences—a slight but steady 
upward trend is apparent. The abundance of the pre- 
vious year’s harvest to some extent spilled over into the 
earlier months of 1967 in the form of stocked fodder 
supplies, thus sustaining developments in the livestock 
sector, but the setback in plant production was not of a 
fundamentally serious nature. Bread-grain crops con- 
tinued to increase everywhere except in the Soviet 
Union which represents a very special case in respect of 
cereals cultivation. Summer drought had an adverse 
effect on maize and root crops in southern regions, 
sometimes accentuated by changes in areas, but yields 
were generally kept at a satisfactory average level and 
reflect the persistent efforts to raise agro-technical stan- 
dards. The fact that livestock numbers at the end of the 
year did not show any undue expansion and, where 
relevant, were cut to match available feed, indicates an 
increasingly rational policy, centring on productivity as 
the main criterion for the promotion of output. 


As part of the development strategy in bringing tech- 
nical progress and innovation to the agricultural sector, 
pilot plants of various kinds continue to be set up on an 
extensive scale. Reports from all countries indicate an 
increasing number of specialized cattle farms, poultry 
breeding stations and pig factories with equipment cor- 
responding to the most advanced norms, as well as the 
establishment of industrialized fruit and vegetable pro- 
ducing enterprises having full access to technical means 
of production. However, it is increasingly recognized 
that average levels of production would benefit substan- 
tially from a more rapid utilization of the hidden re- 
serves in the backward farms, a development that can be 
assisted by better organized extension services and tech- 
nical advice. 

In all countries, the efforts of the farmers are being 
promoted by a new policy which tends to enhance the 
role of economic incentives, grant more freedom to the 
producing enterprises — both to state and to collective 
farms — and to improve their financial conditions. How- 
ever, the increased reliance on more flexible policy 
instruments in agriculture gives rise to problems in other 
parts of the economy. 

The continuous upward adjustment of producer 
prices— so as to incorporate proper remuneration to 
labour and adequate provision for expanding industrial 
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А ВА output | md ene “ ote! ie Se к пит. ) 2 ченить ots дор -е Ви ahs +3 
ee я 4 г | а SS. Fes sd > li : " Г РР а. ae Tey ва 45 ee 
mere Ciop ouput’... | tO нео г 3 отдал Siew anne 
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Animal ошриё..... PrP) 1:5 10.4 —4.1 4.3 ca. 2-3 ee Ares 
Poland | 
ЕЕ вене a ae 1.8 4.0 tes) АТ 5.4 г aap | 
Croproutput. = 5 2.0 12.0 0.5 8.4 335 г. 
Animal output. .... 1:7 — 6.4 2.3 KS 5.4 0.8 0.6-0.9 
Rumania 
otal Aen м Gearon 4.2 3.3 6.3 6.7 14.0 can 7.5-8.5 
Сторопфриве een Sal 10.0 3.3 6.4 16.5 
Animal output. .... 29 S75) 14.7 4.5 12.3 
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Croproutput =m ete 3.8 —8.9 29.0 о - 12.8 =a 
Animal output. .... 3.4 — 6,1 Sailers 17.0 6.5 


© On the basis of the preceding four-year period. 
с Calculated from index series (base 1960). 
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Sources : Statistical yearbooks, plans and plan-fulfilment reports. 
@ Assuming average weather conditions. 


inputs and for farms’ own investments — has led to a 
more realistic assessment of agricultural costs and pro- 
ductivity within the framework of the national economy 
as a whole. In many instances, the increase in producer 
prices has been associated with a rise in retail prices in 
order to achieve a better correspondence between rela- 
tive costs and relative consumers’ prices and to improve 
the market equilibrium, especially for high cost produce 
of animal origin. Recent developments have now de- 
monstrated the need for action in respect of the alloca- 
tion of industrial input to agriculture and of the distribu- 
tion and processing of agricultural products. 

With rising incomes and greater freedom to plan and 
organize their own activity, the farms are developing a 
new interest in economic returns ; they will increasingly 
submit. requirements for industrial supplies, correspond- 


ing in assortment, quality and price to their actual needs, 
and refuse haphazard allocations. In the absence of 
appropriate reforms, this attitude on the part of the - 
farms may —as illustrated by actual events in Czecho- 
slovakia — result in excess stocks and shortages in the 
markets for agricultural inputs. On the other hand, fail- 
ure to develop the intermediate stages — storage, hand- 
ling, processing and distribution—in step with the 
growth of farm output, may lead to the appearance of 
“ surplus ” agricultural production unrelated to final de- 
mand at prevailing prices. Actual examples are the 
frequently reported difficulties of finding ready outlets, 
under hitherto existing sales arrangements, for perish- 
able foodstuffs, especially fruit and vegetables ; in Hun- 
gary, for instance, changes had to be introduced in the 
regulations for milk marketing ; in Poland the со-орег- 


ative dairy industry declared itself incapable of coping 
with growing milk supplies with its present capacity. 

In the course of the year under review, a number of 
measures were taken in the various countries to solve the 


- problem of branch relations.2? The need for vertical 
_ Integration of farm production, food processing, storage, 


: 
= 


= 
3 


р 


handling and distribution, is now being met by provi- 
sions for unified planning and management of the inter- 
related branches. In Czechoslovakia and Hungary new 
Ministries for Agriculture and Food have been created ; 


in eastern Germany, a similar development is under way, 


although it is still at the experimental stage. In the 


_ Soviet Union, new regulations on the responsibilities of 


_ the State purchasing agencies are tending to rationalize 
commercial relationships with the farms. In Bulgaria, 


the integration pattern established by the so-called United 


_ Trusts in the state sector is being developed on similar 


lines in the co-operative sector through the newly created 


United Central Co-operative Union; The Rumanian 


authorities seem to be aiming at the same type of institu- 
tional development. 


In nearly all countries the restrictions on sales of agri- 
cultural produce were in one way or another loosened 
in 1967 and new direct outlets are opening up for the 
farms. At the same time, their rights to set up auxiliary 
enterprises and workshops are being extended, a devel- 
opment which is dealt with in the review of the individ- 


ual countries below. The new rights concern all kinds of 


enterprises in the field of processing, handicraft, repair 
and transport services, production of local building 
materials and sometimes even in the manufacturing of 
certain consumer goods. Promotion of such activity will 
not only alleviate the problem of seasonal unemploy- 
ment but should also provide opportunities for rendering 
rural life more attractive. The effect of rural/urban 
migration on the quality of the agricultural labour force 
is beginning to constitute a serious handicap to the 
efforts to raise agro-technical standards and modernize 
production methods, a task which cannot possibly be left 
to women and elderly people. Although increasing atten- 
tion is everywhere being given to the recruitment of 
youths and to the improvement in the qualifications of 
agricultural labour, the great mobility of trained mechan- 
ics and technicians at higher levels of education counter- 
acts these measures ; and the difficulties of retaining them 
on the land stem partly from differentials between rural 
and urban living conditions. 


With the growing concern with economic efficiency, 
the particular problem of the optimal size of agricultural 
enterprises, which has often been debated in the past, is 
again coming to the fore. Whereas in Poland new legisla- 
tion was passed, at the beginning of 1968, for the imple- 
mentation of a land consolidation scheme, in most other 
countries attempts are being made to overcome certain 
stifling effects of “giantism” by granting greater inde- 
pendence and economic responsibility to smaller units 
within the often unwieldy state and collective farms. 


23 The movement towards horizontal integration of farms, which 
was a common feature in several countries in 1966, continued (see 
the Survey for 1966, Chapter II, p. 15); it may reduce, but will not 
entirely eliminate the problem. 


Developments in individual countries 


It was not expected that the exceptionally favourable 
conditions for agricultural output growth experienced in 
the Soviet Union in 1966 would occur two years running. 


In 1967, however, the level was maintained, or even 


slightly exceeded and the average rate of expansion of 
some 5 per cent over the last four-year period bodes 
well for the future of the reform programme, which aims 
at building up a solid, economically justified and agro- 
technically well-founded basis for the development of the 
agricultural sector. The extent of the decline in crop 
output is not yet known, but the fodder situation at the 
beginning of 1967 permitted a continued upward move- 
ment in livestock production. 


In the vast territory of the Soviet Union, the fluctua- 
tions in grain output have a decisive impact on total 
results and are still to a large extent determined by 
climatic factors, which are especially difficult to harness 
in such exposed regions as the former virgin lands 
of Siberia and Kazakhstan, where drought conditions 
again played havoc. Neither in the Ukraine** nor in 
the RSFSR 25 as a whole does the weather seem to 
have favoured the cereals harvest — declines of some 
7 per cent and 10 per cent respectively being registered 
in comparison with the previous year. Noticeable pro- 
gress has been reported, however, in the non-black soil 
regions of the RSFSR, the Baltic republics and Byelo- 
russia. At the all-Union level, the final outcome was a 
grain crop of 147.6 million tons,”° a comparatively satis- 
factory average result, although some 14 per cent below 
the record of 1966. The presently stable grain procure- 
ment target (55.7 million tons) was nevertheless over- 
fulfilled.2” (See Table 8.) Information on the sown ог 
harvested areas in the year under review is incomplete, 
but a further decline in the total grain area appears to 
have taken place, probably due to improved crop rota- 
tion schemes. Average yields declined by nearly 12 per 
cent, but it is worth noting that per hectare results in 
1966, at 13.7 quintals (see Table 9), were close to the 
level planned for the end of the current medium-term 
plan.2® Variations in yields between republics, regions 
and areas within the same region are still very impor- 
tant ;2? however, the implementation of a comprehen- 
sive set of agro-technical measures — intensified fertili- 
zation, melioration works, application of seed varieties 
developed to suit different regional conditions and crop 
rotation — is expected gradually to exercise a stabilizing 


24 See Radianska Ukraina, 28 January 1968. 
25 See Sovietskaya Rossiya, 28 January 1968. 


26 See Pravda, 25 January 1968. The 1967 level of grain crops was 
13 per cent above the 1961-1965 annual average. 

27 The distribution of total state purchases in 1967 between the 
three main cereal-producing republics was as follows: RSFSR— 
60 per cent; Ukraine—22 per cent; Kazakhstan—10 per cent. 
13.5 million tons, or nearly 24 per cent, were delivered by the 
farms at the higher, above-plan prices, introduced in 1965. See 
Ekonomicheskaya Gazeta, No. 4, January 1968, p. 8. 

28 The 1970 Plan indicates a target of 14-14.4 quintals. 

29 In 1967, the highest yields at republican level were achieved in 
Estonia (21.8 quintals) and the Ukraine (20.5 quintals); at a regional 
level, as for instance in the province of Kaluschka, near Moscow, 
fluctuations covered a margin as wide as between 4 and 30 quintals. 
See Ekonomicheskaya Gazeta, No. 4, January 1968, p. 8. 
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TABLE 9 


р. Areas and yields of selected crops in the Soviet Union 


ИВО Sted и 195.6 


а ай 121.5 
of which: 


Total. с: Slee SF; 66.6 

Wheat МИГ: р 18.2 
о ei. Lich, ans 48.4 

Winter rye . Fa cpus 17.9 
Maize (for dry ван) Не А: 4.4 
Barley (summer) ..... 8.6 

OAS Sa ere as Seve ah 14.8 
ета reba sh eS Зы 
Buckwheat: вы Аа oh 4g 1.7 
RICE Deeg ts Shier ее 0.1 
Pulses sees Ио 2.1 
Теспиитса1 стор". №.“ 12.3 

of which: 

Cottonaie 5. duce ae ues x 2:15 
Sugar-beet™™ 5°. (о 2.50 
Sunflower seed ...... 3.91 
Plaka, ос. 1.60 
IPOtALOCS aye ce ei eee 95 


О о о а 50.2 
of which: 


Grassland (annual) .... 17.0 
Grassland (perennial) . . 14.3 
Maize (silage and green fodder) 15.3 


АП. rites 24.0 


_ Millions of hectares and guintals р per hectare 


Sources ; Statistical yearbooks, plans and plan-fulfilment reports. 
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Total 


3 о ccc ро 87.2 93.4 
я of WHICKMCOWS as... te 38.8 40.1 _ 

5: р Е 52.8 59.6 

> Sheep and goats ..... 130.7 135.3 

In state and collective farms 

. Cattleme. = 9. ae 62.1 65.6 

р of which? 'Gows. "Pe... 6 & 22.6 23.5 

PACS are Mae a 38.4 41.4 

é Sheep and goats ..... 100.2 103.1 

In private ownership 

а te tee Ra 25.4 27.9 

of which: Cows. г... 16.2 16.6 

RIGS evans wero ине деж 14.5 18.2 

Sheep and goats ..... 30.5 322 


Sources : Statistical yearbooks, plans and plan-fulfilment reports. 


influence on productivity. Quantitative indicators on 
total crops of various grains are scanty, but the share 
of wheat in the total is likely to have declined. In recent 
years rice cultivation has been given increased attention ; 
in 1967, a total harvest of 894,000 tons, representing an 
increase of 25 per cent in comparison with the previous 
year, was reported. 


The decline in plant production due to cereals was to 
some extent compensated by the excellent results of 
some of the other major crops. Sugar-beet produced a 
total of 86.8 million tons entirely due to improvements in 
yields, exceeding the 1966 level by as much as 17 per 
cent ; expansion was particularly rapid (28 per cent) in 
the RSFSR, which together with the Ukraine accounted 
for nine-tenths of this crop in 1967. Production of pota- 
toes increased by 8 per cent on about the same area as 
in the previous year. Average sunflower seed yields rose 
by 13 per cent. The cotton harvest remained at the level 
of 1966, whereas domestic supplies of fruit, and espe- 
cially of vegetables, continued to increase. 


The fodder situation at the beginning of 1967 was 
excellent. Stocks on collective and state farms (esti- 
mated in feed units per cattle unit) were 11 per cent 
larger 30 than at the same period of the previous year 
and their composition indicated a greatly improved 
share of concentrates. Fodder supplies in the current 
harvest period were less abundant, however, and condi- 
tions deteriorated in the later months of the year. 
Whereas the total cattle herd was kept more or less at 
the 1966 level, and the numbers of sheep increased by 
2 per cent, the pig population — the first to be hit by 
feed shortage—declined by some 12 per cent (see 
Table 10). The contraction was particularly sharp in the 
private sector, a recurring phenomenon when total num- 


30 See Vestnik statistiki, No. 5, 1967, p. 29. 


TABLE 10 


ack _ Livestock numbers in the Soviet Union — 
Millions of head at the end-year census and percentage changes over preceding year 


Actual numbers 


1966 1965 1966 


Percentage changes 


1967 


97.1 97.1 74 4.0 = 
41.2 41.6 3.4 2.7 1.0 
58.0 50.8 129 -27 124 
141.0 143.9 3.5 4.2 2.1 
67.8 68.7 5.6 3.4 1.3 
24.1 24.5 4.0 2.6 1.7 
41.5 37.2 7.8 0.2 -104 
1077 — 1104 2.9 4.5 2.5 
29.3 28.4 11.2 50 —3.1 
17.1 17.1 5) 3.0 — 
16.5 13.6 255 —-93 17.6 
33.3 33.5 5.6 3.4 0.6 


bers are declining, as the state and collective farms are 
unable to provide the required number of piglets for 
breeding on individual plots.*t On the whole, the slow 
expansion or, respectively, diminution in livestock num- 
bers —to the extent that developments were controlled 
—can be regarded as a positive sign; the tendency 
in the Soviet Union has for long been to let numbers 
grow more rapidly than fodder supplies, with a conse- 
quent impact on yields and economic returns. Consider- 
able efforts are being made to rationalize animal rearing 
and to reduce the present high costs due to excessive 
requirements of feed and labour. Progressive mechaniza- 
tion of operations in the livestock sector, drainage and 
irrigation of natural and cultivated pastures on an ex- 
tensive scale, the setting up of specialized cattle farms in 
regions well provided with grassland, the promotion of 
poultry breeding stations and pig factories and the multi- 
plication of plant for mixed feed manufacturing are 
measures on the agenda of the development рго- 
gramme. 


In 1967, significant improvements in average livestock 
yields are reported ; milk per cow in state and collective 
farms went up by 5 per cent, wool shearings per sheep 
by 3 per cent and eggs per laying hen by 7 per cent. 
Total output of animal products increased very rapidly 
in the first half of the уеаг,3? but the rate of expansion 
levelled off in the second half. Growth rates for the year 
were nevertheless considerable: 5.6 per cent for meat, 
4.3 per cent for milk, 6.5 per cent for eggs, 8 per cent 
for wool. The state procurement plan was overfulfilled in 


31 Such a development was also observed in 1966, when only 
5.6 million piglets were transferred to individual holders as com- 
pared with 8 millions in 1965. See Vestnik statistiki, No. 5, 1967, 
p. 27. 


82 See Pravda, 16 July 1967. 
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B. Fertilizer supplies to agriculture 
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In millions of tons = | зак: 


1958 » 1964 1965 1966 1967 Ва 
Total (in gross weight)... .. 10.6 22.0 27.1 305: 337 35.2 
Total (in pure nutrient value) . . 2.46 5.04 6.30 6.99 
In kilogrammes per hectare. . . 11.5 22.8 28.5 31.8 
[Aare кие 3 3.2 8.0 10.3 р 
РАОЗРВАНЕ. ое ба sos 3.8 5.8 6.8 7.6 
phosphorous meal ...... 1.0 2.6 2.8 3.5 
HOSE, 5: Ее 3.5 64 _ 856 8.6. 
С. Supplies of electro-energy to agriculture 
In billions of kWh 
1958 1964 1965 1966 1967 ae 
Total agriculture ....... 6.9 18.4 21.1 23.2 28 60-65 
As a percentage of national total . 2.9 4.0 4.3 4.4 


Sources : Statistical yearbooks, plans and plan-fulfilment reports. 


all categories. Continued rapid development of produc- 
tion is foreseen in the plan for the period up to 1970. 
Technical supplies to agriculture in 1967 continued to 
expand (see Table 11). Total deliveries of fertilizers 
increased by 3.2 million tons (in gross terms), or by 
more than 10 per cent. In pure nutrient value, average 
per hectare application is still comparatively low, but 
under Soviet geographical conditions more subtle indi- 
cators would be necessary for an analysis of yearly 
progress in their utilization. Quantity and quality of 
agricultural machinery supplies are also improving but 
did not fully correspond to requirements.*? As in pre- 
vious years, deliveries of motor-trucks rose significantly 


33 See Kommunist, No. 15, 1967, pp. 15-31. 


(by about 38 per cent), indicating accelerating transport 
needs ; new tractor power on the farms increased by 
6 per cent. Complaints have recently been made that 
liquid fuel consumption in agriculture is excessive 
(36 per cent of national diesel oil supplies and 28 per 
cent of those of gasoline) and in the Plan for 1968 
a tightening of norms has been envisaged.** Electro- 
energy supplies to the farm sector increased by some 
20 per cent, but a doubling of the present level before 
the end of the decade, as foreseen in the plans, requires 
considerable efforts. The fulfilment of this target is of 
particular importance for the mechanization of opera- 
tions in the livestock sector. 


34 See Ekonomika selskogo Khozyaistva, Мо. 12, 1967, р. 8. 


‘TABLE 12 
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Agricultural investments in the Soviet Union 


1964 1965 1966 


Millions of roubles at constant prices 


ai Wile 8 176 9 721 10763 11500 13100 16400 
of which : 
iste mVESULICHIS.. о. se kk 4760 5 812 6 445 6 600 
Collective farm investments ..... 3 416 3 909 4318 4900 + af 
Total productive investments. ...... 7025 8 301 9101 9700 11300 12400 
Percentage distribution between major components 
Construction... ae a8: cond needs asl. aks 61.0 60.5 58.9 
of which: 
Grain storage facilities and elevators . . 5.0 4.1 4.2 ets 
Water supply facilities, irrigation, etc. . 11.9 12.9 13.1 13.4 
Сао «tee в 4.4 4.4 4.2 
ы Establishment of orchards and vineyards 3.3 De 2.8 
Machinery and equipment. ..... 35.7 36.8 38.3 


Sources : Statistical yearbooks, plans and plan-fulfilment reports. 


Total investments in agriculture in 1967 are reported 
to have increased by about 10 per cent (see Table 12), 
exceeding the plan target. Data are not yet available for 
an analysis of distribution by purposes or the financial 
sources of this investment. Important construction work 
seems to have been carried out, however: the plan- 
fulfilment report mentions the building of grain elevators 
with a capacity of 1.1 million tons and new grain stor- 
age facilities with a capacity of 5.2 million tons, as well 
as stable facilities for some 2 million animals. A large 
share of state investments are at present channelled into 
melioration works ;*° in 1967, 252,000 hectares were 
newly irrigated and 714,000 hectares were drained. One 
of the reasons why plans for capital investments in 
agriculture in the past usually remained underfulfilled 
was the poor state of agricultural building organization. 
Supplies of building materials have generally been defi- 
cient and allocations to collective farms usually dis- 
favoured. In 1967 a number of measures were taken to 
systematize construction in rural areas; a new Union- 
Republic Ministry of Rural Construction has been set 
up, for instance.*® 

The financial situation of the collective farm sector 
continued to improve in 1967 ; gross money incomes rose 


35 The following data provide information on the distribution of 
meliorated areas in various uses in 1966: 


Irrigated Drained 
Thousand Percentage Thousand Percentage 
hectares distribution hectares distribution 
Sh i ES eee 9 495 100.0 7 262 100.0 
WMrabie fand =. 5: ..-.. 7 595 80.0 3 480 49.9 
of which: 

f СЕТЕ wach wks’ не м 2236 23.5 1349 18.6 
фесЬгса1 сторз$ ..... 2734 28.8 203 2.8 
О nosh, srs dere 575 6.1 215 3.0 
FECUCTOPS “= coe es ©. 1 927 20.3 1 615 22.2 

Orchards and vineyards. . . 236 ; ar ne 
d t ие ь 4 
Hayfields and pastures one a es i 


Individual plots 


wane fie 2a. a 


Source: Vestnik statistiki, No. 7, 1967, p. 11. 
36 See Pravda, 11 October 1967. 


by about 5 per cent. Progress was considerably less 
rapid than in the previous year (15 per cent), when the 
cumulative effect of output increases and _ large-scale 
central income-regulating measures made itself felt. The 
agricultural price adjustments in 1965 have had a fa- 
vourable impact on the profitability of the crop sector, 
and especially of cereals production. On the average, 
livestock rearing is no longer loss-incurring : in 1965 and 
1966 the profitability rate of this sector in collective 
farms has been estimated at 5 per cent; in state farms 
at 3 per cent in 1965 and at 8 per cent in 1966. 


In spite of the 1965 revision, the existing agricultural 
price system is by no means considered as perfect ; it is 
frequently criticized for inadequate regional differentia- 
tion and irrational product/price relationship. Schemes 
for comprehensive changes are still at the research stage. 
However, in 1967 a move towards the unification of 
producer prices to state and collective farms was made 
in connexion with the transfer of some state farms to 
“full khozraschet ” (see below). Another defect is the 
inadequate differentiation of prices in respect of quality 
but steps to improve the situation are gradually being 
taken; from 1 June 1968, for instance, quality pre- 
mia for hard wheat and certain types of soft wheat, 
varying from 20-65 per cent of the normal price, will 
come into effect.*7 

The new system of state procurement planning with 
targets fixed for a medium-term plan period and above- 
plan deliveries at higher prices, which was inaugurated 
in 1965, has on the whole performed in a satisfactory 
way. Some minor inconveniences have nevertheless ap- 
peared. Although the above-plan sales are not centrally 
planned, it seems necessary to make provisions at the 
central level for the development of such deliveries in 
order to organize supplies of agricultural products and 


37 See Mukomel’no-elevaternaya promyshlennost, Мо. 10, 1967, 
pp. 1 and 2. 


raw materials to industry. In principle, the state pur- 
chasing agencies conclude agreements with the farm 
enterprises on above-plan sales, but the latter have 
shown a certain reluctance to contract in advance for 
potential quantities,®* preferring not to accept firm obli- 
gations. Suggestions have therefore been made that it 
might be more opportune to limit the payment of higher 
prices and supplements to above-plan quantities laid 
down in the agreements. Some of-the deficiencies in the 
functioning of the contracting system would seem to be 
attributable to the state purchasing agencies; some im- 
portant changes in the regulations concerning product 
agreements were introduced in the course of the year 
with the aim of increasing their responsibilities.°® The 
1968 plans for industries processing agricultural produce 
and raw materials include above-plan deliveries for 
which the procurement organizations are obliged to 
secure fulfilment. In order to prevent the frequently 
occurring disturbances in the purchasing of perishable 
foodstuffs, the agencies have been made financially re- 
sponsible to the farmers for contracted quantities in case 
they refuse to take delivery. The farms are now free to 
dispose of above-contract supplies on the free market or 
by direct sales to consumers, at their convenience. 


Since the beginning of the economic reform move- 
ment, a solution has been sought to the problem of the 
deficit-financing of the state farm sector. In 1965, 
Mr. Brezhnev advocated the transfer of the state farms 
to “full khozraschet” 40 and in 1966 the Communist 
Party Congress recommended that such a transfer should 
be completed in the period of the current medium-term 
plan. No practical measures appear to have been taken, 
however, until spring 1967. On 15 April, a joint decree 
of the CCP and the Council of Ministers of the USSR on 
the transfer of certain state farms to full khozraschet 
was published.* The measure is to be considered as ап 
experiment for conclusions about procedures to be fol- 
lowed in the process of full implementation of the pro- 
ject. The farms selected should therefore have a wide 
regional coverage and represent enterprises with various 
levels of profits but transfer ought to be complete in one 
Republic. On 1 July, the new regime was introduced in 
406 state farms, including all the existing 164 state 
farms in Estonia.4? The number of plan indicators 
“handed down from above” to these farms has been 
considerably reduced, the four main ones being : (i) the 
volume of sales to the state of the most important types 


38 See Voprosy ekonomiki, No. 8, 1967, р. 55. 
3 See Ekonomicheskaya Gazeta, No. 51, 1967, р. 30. 


“It should be noted that the state farms have always operated on 
the basis of autonomaus economic accounting, but on the whole they 
have systernatically made losses, except in particularly favourable 
years such as 1958 and 1966, and the consequent deficit-financing 
provided little stimulus to efficiency. “ Full khozraschet ” implies 
that the incomes of the enterprises must cover Operating expenses 
and expanded new investment. 


“It is interesting to note that the publication of the decree was 
preceded by a conference on the subject organized by the journal 
Ekonomicheskaya Gazeta. According to a summary of the discussion 
(ее №. 12, 1967, pp. 31-34), two main alternatives crystallized at 
the conference: one referred to as the Pskov proposal; another 
referred to as the Grosplan proposal. The published decree would 
appear to constitute a compromise. 


42 Зее Ekonomika selskogo khozyaistva, No. 12. 1967. 
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| at output in physical terms; (ii) the total wage fund ; 


(iii) the total sum of profits ; and (iv) the capital charge 


‘on fixed production assets. From total actual profits the 


farms are required to pay 15 per cent of the planned 
profits ый norm for above-plan profits) into the 
material incentives fund, with the proviso that the size of 
the fund shall not exceed 12 per cent of the annual 
wage fund; 10 per cent to the fund for social-cultural- 
measures and: housing construction ; 20 per cent to the : 
insurance fund ; and 10 per cent to the production de- 
velopment fund. Whether the remaining 45 per cent of 

the planned profits will be entirely left at the disposal of 

the farms or a part channelled off for centralized capital 

investments is not made quite clear. 


The economic basis: of the experimental farms has 
been strengthened by the fact that their state delivery 
prices were raised to the level of the state purchasing 
prices paid to local collective farms including the 50 per 
cent bonus for above-plan grain deliveries and the tem- 
porary increment to meat prices. The farms are also 
entitled to decide freely on the volume of employment 
and the utilization of the constituted funds. Although 
the basic provisions of the experiment are considered to 
be an improvement some critical references have been 
made, for instance to “the discrepancies and asyn- 
chronism of measures in the field of distribution of 
financial and material-technical resources ”.*3 While 
profits remain largely on the farms, material-technical 
supplies, services of construction and similar enterprises 
are distributed as before under allocations ; there is thus 
a danger of a gap arising between the farms’ financial 
possibilities and the material resources issued to them. 
Criticism has also been raised against the maximum 
limit — 12 per cent of the wage fund — for profit trans- 
fer to the material incentives fund ; as the absolute level 
of this fund (at prevailing wage rates) decreases with a 
reduction in the number of workers and employees the 
incentive effect may taper off in the process of farm 
rationalization. An upward adjustment of state farm 
wages took place on 1 January 1968 : the minimum pay 
per worker was raised to 60 roubles a month and that of 
technicians to 70 roubles. At the same time the mini- 
git annual leave was extended from 12 to 15 days per 
year. 


New measures to strengthen the financial situation of 
the collective farms have also been taken in 1967. In 
July of the previous year provisions were made for the 
introduction of guaranteed payments to collective farm- 
ers at the level of local state farm tariff wages. The 
decree has led to a considerable improvement but some 
practical difficulties for its full implementation still re- 
main. The problem of adapting existing wage scales and 
tariffs may require some time; instances have also been 
reported where the banks, rightly or wrongly, have re- 
fused to grant credits to the farms for such payments ; 
and finally the question of income levels is clearly linked 
to the possibilities of providing full employment in the 
collective farms. In 1965, for instance, the average num- 
ber of days worked by collective farmers amounted to 


“8 See Pravda, 20 November 1967, p. 2. 
““ See Ekonomicheskaya Gazeta, No. 51, 1967, p. 30. 


shops in Agriculture ” is of great importance. It contains 


Another important measure for improvement of the 
_ financial situation of the collective farms consists in 
gradually giving them access to direct bank credits —a 
_ new regime replacing the old system with advance pay- 
ments on state purchases. After a small-scale experi- 
ment in the preceding year, 23,000 collective farms were 
transferred to such conditions in 1967.46 From the be- 
_ginning of 1968, the new obligatory state insurance on 
_ collective farm property entered into force; it provides 
for considerably increased security : compensation rates 
have been fixed at 50 per cent on the harvest of agricul- 
tural crops, at 70 per cent on farm animals and at 
100 per cent on buildings, structures and other property. 
Premia are set by the Union Republics at rates covering 
total average compensation expenditures over a series of 
years in the respective territories. 

In the strivings to render the agricultural sector more 
efficient, great attention is being paid to the qualification 
of labour. Each. year the number of people receiving 
training at specialized agricultural schools and institu- 
tions is expanding. On the other hand, mobility of 
qualified workers and employees, especially mechanics 
and tractor-drivers, seems to be rather high. At present, 
their total supply appears to be increasing at a slower 
pace than that of technical equipment ; at the beginning 
of 1967, for instance, there were, on the average, 154 
tractor-driver-mechanics per 100 physical tractors in the 
state and collective farms as against 173 in 1962. This 
problem is expected to be gradually solved in the pro- 
cess of the general improvement of living conditions in 
agriculture. 

The highest rate of growth in global agricultural out- 
put in 1967, at 3.5 per cent, was achieved in Czecho- 
slovakia. Weather conditions were in general favourable, 
although some crops suffered from drought during part 
of the vegetation period, and the fodder situation pro- 
vided a satisfactory basis for expansion of animal pro- 
duction. 

The overall indicator of the results in plant production 
(an increase by about 1 per cent) would not seem to do 
full justice to the performances in this sector in 1967. 
Average yields of nearly all crops exceeded the high 
level of the preceding year and those of cereals were a 
record. The total grain crop increased by 11.5 per cent 
on a practically unchanged area, whereas the progress in 
1966 had been partly obtained by extended sowings ; 
seed selection has been an important factor in this suc- 
cess. Positive structural changes were also noticed, the 


45 See Izvestia, 6 October 1967. 
46 See Ekonomika selskogo khozyaistva, No. 12, 1967, p. 9. 
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sharp recovery in the sugar and potato harvests in 1966 
from the shortfall in the previous year had а’ great 
impact on the crop production index ; in 1967, the level 


for these two root crops could not be maintained, mainly 


due tg a decline in areas, which, in the case of sugar- 
beets, had been planned. Production of vegetables and 
most fruit varieties was less than in the preceding year. 
The drought in the summer months also had an adverse 
effect on hayfields and pastures, and rough fodder sup- 
plies in the current winter season were reduced. 


The growth of animal output in 1967 accelerated ; at 
5.8 per cent it was nearly twice as high as in the pre- 
vious year, to a large extent promoted by rapidly im- 
proving livestock yields. In recent years the spreading of 
modern feed techniques has played a crucial part and 
industrially prepared feed mixtures are at present esti- 
mated to cover about two-thirds of total requirements 
for concentrates. The increase in beef by some 7 per 
cent was largely responsible for the progress in meat 
output, pig-meat supplies remaining at about last year’s 
level. Milk production appears to have expanded by 
nearly 5 per cent, entirely on the basis of improved 
yields; output of poultry-meat and eggs, which now 
originates to a significant extent in large-scale special- 
ized enterprises, continued to increase. At the end of 
1967, the total cattle herd showed a slight reduction, 
especially noticeable in the number of cows. The pig 
population, after two years of decline, was again on an 
upward trend. 


Industrial supplies of fertilizers increased by some 
3.6 per cent and their composition improved. A very 
sharp fall in new deliveries of machinery to agriculture 
occurred in 1967 and no significant increase is expected 
for 1968. This phenomenon would seem to be partly a 
feed-back effect of the economic reform, making the 
farms economically responsible for their activity ; partly 
it is the result of the industrial price revisions, with 
increasing costs of agricultural means of production. To 
a certain extent, the farms also appear to have been 
“ overstocked” in relation to their access to financial 
resources ; stockpiling of spare parts, for instance, has 
been a common feature in recent years, the farms fearing 
that supplies might be unobtainable when required. It is 
considered, however, that the present stagnation on the 
domestic agricultural machinery market “7 should ease 
within a few years when industry has learnt to take into 
account demand for more diversified output. New sales 
methods, such as hire-purchase, and the selling of ma- 
chinery direct to sales agents, are also to be introduced, 
together with improved service. Whereas investments in 
machinery in 1967 tapered off, construction activity on 
the farms showed a marked expansion. 


As compensation for the price increases of industrial 
supplies, the unified state purchasing prices for a number 
of products were adjusted, and new special price supple- 
ments for cereals were decreed, the average level rising 
by some 8.4 per cent. In addition, the still very consider- 
able direct subsidies to agricultural enterprises continued 
in the form of grants to farms operating under climat- 


47 Тп 1967 exports of agricultural machinery, and especially of 
tractors, increased very rapidly. 


shares of wheat and barley increasing significantly. The | 


, etc. In labour remunera 
The persisting shortage of labour in agriculture con- 


_ tinues to preoccupy the Czech authorities. According to 


the end-year census, the active population amounted to 
1,168 thousand persons, 24 thousand less than two years 
earlier. The decline in itself would not be serious were it 
not for the fact that it proves more difficult each year to 
fulfil the plan for recruitment of young people for ap- 
prenticeship. The labour shortage in 1967 could be coun- 
teracted to a certain extent by increasing the already 
high employment of women in Slovakia ; in the country 
as a whole, the share of females stands at 52 per cent 
and the age structure of the agricultural labour force is 
gradually deteriorating. 

In 1967, much attention was directed towards the so- 
called “ agro-business ” complex. Detailed analysis has 
been made of the situation, not only in agriculture 
proper, but also in branches supplying industrial goods 
to agriculture and in those processing agricultural pro- 
ducts. About 1,750,000 persons, or 27 per cent of 
the total labour force, are employed in this complex, 
farm production accounting for 70 per cent, supplying 
branches for 10 per cent, and the remaining 20 per 
cent being engaged in purchasing, storage, processing and 
sales of agricultural products. The Czech authorities 
stress the necessity to bring about a more rational divi- 
sion of labour in these interrelated branches; hitherto 
such a development has been hampered by various 
economic, organizational and administrative obstacles, 
which are gradually to be eliminated. In the first in- 
stance, provisions have been made for unified planning 
and management of agriculture, the food-processing in- 
dustry and the state purchasing of agricultural products, 
the new Ministry of Agriculture and Food being the 
supreme co-ordinating body for these activities. Locally, 
the individual co-operative farms, the state farms and 
the local purchasing agencies will be able to conclude 
agreements on mutual co-operation or to set up inte- 
grated bodies. At the district level, these enterprises are 
supposed to set up joint associations 48 to replace the 
present purely state administrative agricultural produc- 
tion management boards, which never paid sufficient 
attention to the problems of specialization. 


Production results in Polish agriculture in 1967, as 
reflected in the rise in global output of 2.3 per cent, 
and following an average expansion of 6.5 per cent in 
the two preceding years, constitute a significant perform- 
ance, creating conditions for sustained development. In 
the year under review, growth was mainly attributable to 
the crop sector; the slow-down in livestock production 
was to some extent compensated by policy induced 
structural changes. 


Climatic conditions, although somewhat more uneven 
than in 1966, had a favourable impact on vegetation and 
permitted the harvesting of bumper crops of sugar-beet 
and potatoes. Total grain production slightly exceeded 


*8 At the end of 1967, 65 such associations had been established. 
See Hospodarské noviny, No. 5, 2 February 1965, pels: 
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Only 
tivity cycle of apple-tree plantations. 
The near stagnation in animal р 


consequence of a decline in pig-meat supplies, which — 


have a decisive impact on total meat output ; beef pro- 


duction increased by as much аз 19 per cent, the share. 


of veal being larger than in the previous year. Modest 
progress was registered in milk, as well as egg produc- 
tion, and the continuous expansion of the sheep popula- 
tion must have resulted in a larger wool output. The 
favourable fodder situation for cattle breeding in the last 
two years has contributed to an enlargement of the 
herd; in June 1967 it exceeded the level of the pre- 
ceding year by 3.6 per cent. The numbers of pigs 
showed no significant change, but this may have been 
partly the result of deliberate policy of cutting down 
imported feed; partly it may be explained by higher 
prices of potatoes and grain in inter-farm transactions. 


The favourable development of crop and livestock 
yields in 1967 is largely attributable to agro-technical 
and policy measures. Average per hectare application of 
artificial fertilizers rose by some 22 per cent, reaching a 
level of more than 100 kgs. Animal productivity is being 
enhanced by larger industrial supplies of protein-rich 
feed, which increased by as much as 18 per cent in 1967. 
Moreover, agricultural price and state purchasing policy 
provides support to positive structural changes. 


Capital investments in agriculture in 1967 went up, 
according to preliminary estimates, by some 5 per cent. 
The total amount spent on new farm machinery by 
private farmers, and especially by the agricultural cir- 
cles, appears to have been larger than in the previous 
year ; nevertheless, the horse population continued on a 
slight upward trend, indicating the demand of small 
holdings.*® Land reclamation remains one of the huge 
tasks in Polish agriculture — 20 per cent of the agricul- 
tural area would seem to be in need of melioration 
work — and a considerable speeding up of investments 
in this field is envisaged for 1968 and the rest of the 
current medium-term plan period. As in other countries 
of the eastern European region, deficiencies in the agri- 
cultural service sector, including storage and processing, 
are beginning to make themselves severely felt. The 
difficulties in the dairy sector, for instance, were 
discussed in December 1967 at a national conference of 
delegates from the dairy co-operatives with an affiliation 
of about a million farms; it was pointed out that the 
industry could no longer keep pace with the increasing 
milk production without further substantial new invest- 
ments in equipment. Another problem is the growing 
cost of milk collection due to the low degree of farm 
specialization and the consequent proliferation of pur- 
chasing points. 

The excessive fragmentation of farm holdings in 
Poland and the gradual deterioration in the quality of 
the labour force left on the land have for some time 


*? See the Survey for 1966, Chapter II, p. 23. 


vegeta } les L : . - iby >, = 
in the latter case partly due to the trough in the produc- : 


caused worries to the authorities. An important move 
‚ towards an improvement in the situation was made in 
: January 1968 by the adoption of new legislation, consti- 
_tuting the basis for a large-scale land consolidation 
programme. The legal provisions concern : (i) the inte- 
_ gration of farm holdings and exchange of plots ; (ii) the 
_ compulsory sale of property forming part of the farms ; 
(iii) Pensions and other benefits for farmers handing 
_ over agricultural real property to the state. The land 
_ consolidation programme is designed to rationalize the 
_ Structure of peasant farming, to integrate dispersed farm 
_ land and promote technical progress; it is expected to 
help ease the deficit in state farm operations by inte- 
_ grating poorly utilized small-holdings.®1 The guiding 
_ principle is that land which is not being properly culti- 
_ vated by the present keeper might be transferred to 
better use. Under certain circumstances, the new legisla- 
_tion provides for obligatory sale of land at auctions, 
_ where the state has the right to pre-emption. When 
taking over land from farmers unfit for work, the state 
guarantees monthly old-age pensions of 800-1200 zlotys, 
depending on the size of the farm ; the farmer will have 
the right to the lifelong use of a plot of land up to one 
hectare ; he will retain the ownership of all the farm 
buildings and be entitled to free medical care. The 
implementation of the land consolidation programme 
may be a slow process but it ought eventually to bring 
about significant structural improvements. 


A global indicator of current yearly performances in 
the agricultural sector in eastern Germany has not so far 
been published. From partial information, however, it 
can be inferred that the steady upward trend of recent 
years continued in 1967, possibly with some accelera- 
tion: output of crop products is reported to have in- 
creased by 10 per cent in comparison with the level of 
1966; and state procurements and purchases of animal 
products, which for major commodities account for 
some 85-90 per cent of total livestock output rose by 
4.6 per cent. 


Weather conditions on the whole appear to have been 
favourable. All-time record yields were obtained for the 
most important crops at levels which compare well with 
western European standards. The steady progress can 
be explained to a significant extent by improving soil 
fertility, resulting from considerable investment efforts 
in melioration works in the recent past, as well as by the 
consistent efforts to improve the general agro-technical 
level. The net of agricultural extension services is ade- 
quately organized and inter-farm co-operation for opti- 
mal utilization of available technical equipment seems to 
enable cultivation and harvesting to be carried out with- 
out undue recourse to temporary labour from other 
sectors. The remarkable further increase in cereal yields, 
to 31 quintals per hectare in 1967, is apparently an 
unquestionable result of the wider application of high- 
yielding strains of winter wheat and winter barley. 


50 More than 51 per cent of private farm holdings are of less than 
5 hectares; almost 5 per cent of the arable land is in the hands of 
farmers aged above 60; and there are an estimated million holdings, 
constituting one-third of the farms in the country, being run by 
women. 

51 See speech by Mr. Gomulka in Trybuna Ludu, 15 December 1967. 


Recent reports on autumn sowings confirm that this 


tendency will continue in 1968; eastern Germany may 
thus be expected gradually to raise its self-sufficiency in- 


‚ grains (76 per cent in 1966). 


_Steadily expanding domestic fodder supplies have 
given continuity to developments in the livestock sector. 
Although information on total output is lacking, it can 
safely be assumed that results for all major categories of 
produce improved on those of the preceding year. The 
targets of the state procurement and purchasing plan 
were largely fulfilled.5? Livestock herds have remained 
more or less stable and the rise in output is mainly due 
to increasing productivity. A slight decrease in the num- 
ber of cows in 1967 was more than compensated by a 
further improvement in milk yields, which have now 
reached an average level of 3,116 kgs per year. Total 
domestic requirements for animal products are at pre- 
sent fully covered by home-grown supplies, apart from 
butter (96 per cent). 


Deliveries of industrial supplies to agriculture are re- 
ported to have improved, especially in respect of their 
structure and quality. Although the increase in prices of 
means of production, resulting from the recent industrial 
price reform, were in principle compensated by other 
measures in favour of the farm sector, it may have had 
some impact on the propensity of the farmers to invest in 
new machinery without due regard to economic returns. 
Changes in fertilizer supplies in 1967 have not been 
mentioned, but the application level is already the 
highest in the eastern European region. As in the pre- 
vious year, a significant share of investments in the 
agricultural sector was devoted to melioration works, 
expenditures rising by about one-third as compared 
with 1966. The plan for agricultural building activity 15 
reported to have been overfulfilled. 


In 1967, great efforts were devoted to the establish- 
ment of closer horizontal and vertical co-operation be- 
tween agricultural enterprises, the processing industry 
and domestic trade, aiming at specialization and concen- 
tration of production, lowering of costs and shortening of 
distribution circuits. A special experiment, with unified 
planning and management covering the whole chain 
from producers to retail trade enterprises, was carried 
out with apparent success in two selected districts and 
further moves towards an integration of agriculture and 
the food-processing and distribution sector can be ex- 
pected. 


Practical measures are also being taken to raise the 
qualification of the shrinking labour force in agriculture. 
The number of actively employed persons with com- 
pleted professional training represented 35.5 per cent of 
the total in 1967, as compared with 18.1 per cent in 
1962.53 


52 State procurements and purchases of animal products in eastern 
Germany. 
(Thousand tons) 


1968 1967 Indices 


1965 1967 


Plan (1966 =100) 
Meat (slaughter weight) . 1322 1 404 1 481 1 590 105.5 
РОС sine willed’. 51 53 62 Sse 116.6 
Milk ее че © 5 693 6 039 6 202 6 400 102.7 
Eggs (millions). .... 2 909 2 872 2978 ae 103.7 


53 See Neues Deutschland, 17 April 1967. 
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In spite of unfavourable weather conditions, leading 
to extensive and long-lasting floods in the spring season 
and drought in the summer months, the Hungarian 
agricultural sector nearly managed to keep global output 
at the high 1966 level. A small drop in crop production 
was more or less compensated by a further increase in 
livestock output. In net terms, however, sectoral output 
must have declined, although productivity continues on 
a slow upward trend, thanks to the outflow of labour. 
But the authorities are clearly conscious of the need for 
further material and organizational efforts to secure 
cumulative progress in economic results. 


_ The excellent wheat harvest, with average yields ex- 
ceeding those of the preceding year by almost 20 per 
cent, was an encouraging feature in 1967. Domestic 
requirements are thus largely covered and some room is 
left for stockpiling. The summer drought affected the 
maize crop, but losses appear to have been less severe 
than first expected. Nevertheless, the general feed situa- 
tion may become strained, as the harvest of various 
kinds of fodder, including rough fodder, did not meet 
expectations. The dry vegetation conditions also had a 
negative effect on sugar-beets and potatoes. The sun- 
flower seed crop was disappointing. Tobacco planta- 
tions yielded fairly satisfactory results, but new price 
incentives appear to have been set too low to ensure the 
anticipated extension of areas. Total vegetable produc- 
tion slightly exceeded the level of the previous year ; 
and new orchards, especially of apple and apricot trees, 
established on a large scale during the period 1961-1965, 
are gradually entering the bearing stage and contributed 
to expanded total fruit production. The vineyards 
yielded a quantitatively satisfactory crop, but some mis- 
givings about its quality have been expressed. 


Measures taken in recent years to stimulate animal 
husbandry are bringing results. Cattle breeding is ex- 
panding. At the end of 1967, the herd was some 4 per 
cent larger than a year earlier and the share of milk 
cows showed an increase. Yields per animal improved ; 
milk production rose by some 6 per cent. The drop in 
total meat output was due to smaller domestic supplies 
of pig-meat. In spite of price incentives, they could not 
be maintained at the previous year’s level due to the 
small and unfavourably structured pig population at the 
beginning of 1967. The situation at the end of the year is 
more promising. The output gap in 1967 could not be 
filled by the more ample supply of cattle for slaughter 
and poultry, however. 

Rising material costs in the agricultural sector are 
largely explained by rapidly expanding utilization of 
industrial supplies and stepping up of capital invest- 
ments. In 1967, fertilizer consumption went up by as 
much as 27 per cent, per hectare application reaching a 
level of about 97 kgs. The irrigated area was extended 
by 26 per cent. No indicators on new investments in 
machinery have been disclosed ; expenditures on con- 
struction activity seem to have risen, however, and the 
growth in total agricultural investments has been esti- 
mated at 13 per cent. 


The general changes in the system of planning and 
management of the economy are gradually being re- 
flected in the agricultural sector. In continuation of the 


olicy inaugurated in 1966, various new farm income — 
Feculation Tene were adopted. The average level of = 
agricultural producer prices appears to have been raised : 
by some 9 per cent in 1967 and a further increase by 
8 per cent is planned for 1968. It is hoped that such 
periodical adjustments will enable the decisive majority 
of the agricultural co-operatives to finance recurrent 
expenditures, repay credits and build up capital funds 
of their own. However, in the immediate future the 
system of state subsidies will not change fundamentally ; 
co-operatives operating under disadvantageous condi- 
tions will continue to get assistance. Considerable sup- 
port is to be given to livestock development ; in’ 1968, 
grants covering 70 per cent of costs for construction of 
stable facilities may be obtained ; similar conditions are 
offered for new orchard plantations; and melioration 
works will be compensated at 100 per cent. A new farm 
property insurance scheme will come into force on 
1 January 1968. It provides wider coverage and higher 
compensation, but also heavier premia for the producer 
co-operatives. Experiences of natural calamities in 1967 
may nevertheless have prompted adherence, as the ma- 
jority of the farms are reported to have opted for the 
new system. 


As in most other east European countries, the urgency 
of building up handling, storage and processing facilities 
is being strongly felt. At a meeting of the Agricultural 
Committee of the National Assembly in December 1967, 
the current situation was debated. References were made 
to the difficulties arising in the marketing of apples as a 
consequence of inadequate storage space ; and milk de- 
liveries, which in the current year were estimated to 
reach the 10 million litre mark, will exceed the capacity 
of the processing industry. Recommendations were 
therefore issued to the producer co-operatives to sell 
only required quantities to the milk purchasing agencies, 
the surplus to be marketed locally, thus improving sup- 
plies in the villages. 


The need for accelerated integration of the agricul- 
tural producing sector into the rest of the economy led in 
the summer of 1967 to the establishment of a new 
Ministry of Agriculture and Food, with the task of 
unifying planning and management of the two vertically 
connected economic branches. Horizontal integration is 
expected to be promoted by the establishment of the 
National Council of Producer Co-operatives, co-ordi- 
nating the activities of a net of regional associations. 


At about the same time, a Government resolution 
provided fer a new system of sales and state purchases 
of agricultural produce; and legislation on extended 
rights of agricultural enterprises to engage in auxiliary 
activities was also passed. Except in the case of com- 
modities where restrictions must still be maintained for 
reasons of domestic supply and exports, agricultural 
producer co-operatives will have the right to sell their 
produce — whether under previously concluded con- 
tracts or not—to state enterprises and co-operatives 
concerned with marketing and processing of food, to 
retail or wholesale trade, catering establishments, foreign 
trading enterprises, private dealers and even foreign cus- 
tomers (provided the right to export is granted). Large- 
scale agricultural enterprises — state farms or со-орег- 
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Sources : Statistical yearbooks, plans and plan-fulfilment reports. 


atives — will even have the right to open shops for the 


gale of their own produce, including handicrafts. The 
widening scope of auxiliary activity, such as machinery 
repairs, fodder mixing, partial processing of raw mate- 
rials, food processing, building materials production and 
transport, will contribute to the further utilization of 
seasonably idle capacity and labour, as well as to fill 
certain gaps in currently available supplies in the 
villages. 

The situation in respect of agricultural production 
growth in Bulgaria in 1967 was basically similaz to that 
in Hungary. Global output remained more or less at the 
high level achieved in 1966, a decline in crop output 
being compensated by progress in the livestock sector. 


Taking into account the effects of rather adverse cli- 
matic conditions — hard winter, late and cold spring and 
summer drought — the achievements in plant production 
may on the whole be considered as satisfactory. The 
total crop of cereals appears to have declined by some 
3 per cent, mainly as a result of smaller maize 
yields, nevertheless remaining above the level reached 
in any other year except 1966. The record yields of 
wheat, at 30.5 quintals per hectare, secured a harvest 
nearly 2 per cent larger than in the previous year, in 
spite of a significant reduction in areas sown and some 
damage caused by hailstorms. Smaller results were ob- 
tained for most technical crops, such аз sugar-beet, 
cotton, hemp and tobacco; the sunflower-seed harvest 
was excellent, however. Total vegetable production ap- 
pears to have been somewhat smaller, but the tomato 
crop expanded and berry and fruit supplies, except 
plums, were abundant. 


The expansion in total animal output by 6.5 per cent 
in 1967 was largely achieved by higher yields. To a 
greater extent than in the past, livestock numbers are 
being adapted to the prevailing fodder situation, and at 
the same time great attention is being paid to improve- 
ments in breeding and feeding techniques. The cattle 
herd showed a decline by some 1.5 per cent at the end of 
the year, while the share of cows went up. The pig 
population expanded at about the same rate and a small 
reduction in the numbers of sheep was recorded. Cow 
milk production increased by nearly 10 per cent, largely 
due to rising yields. Egg production rose by 12 per cent 
and wool output by 6 per cent. The new producer prices 
for animal products, which were introduced on 1 Janu- 
ary 1968 in connexion with the retail price adjustments, 
will probably provide further incentives to livestock 
rearing. 


In recent years, the efforts to raise the general agro- 
technical level in Bulgaria have been of an exceptional 
character and did not slacken in 1967. Average fertilizer 
consumption increased by more than 35 per cent and the 
composition of supplies has greatly improved ; 135 kg 
per hectare is certainly still a comparatively low level 
(although it has more than trebled since 1963), taking 
into account the crop structure of Bulgarian agriculture, 
but a further rapid increase can be expected with new 
domestic capacity of chemical fertilizer production en- 
tering into operation. According to preliminary esti- 
mates, total investments in agriculture in 1967 rose 


by some 18.5 per cent: expenditures on agricultural 


building construction by nearly 30 per cent; those on 
-melioration works, machinery and equipment by about 


25 per cent. Rural electrification has also made great 
strides in Bulgaria in the last three to four years. In 
1966, there were 80,000 electric motors operating in 
agriculture, half of them with a capacity of over 
200 kW. Installed electric power capacity does not seem 
to be fully used as yet, however. Almost complete elec- 
trification and automation of work processes connected 
with irrigation is planned for 1970 and implementation 
of the project has started. Electric power is also to be 
used on a wide scale in hot-house farming, where small 
electric tractors of domestic design will be introduced. 
Mechanization of such labour-intensive branches as vege- 
table growing and viticulture is an important problem 
to solve if existing plans for the expansion of output 
are to be implemented. Intensive research work and 
plant selection have led to the development of varieties 
of tomatoes, peppers and other vegetables which mature 
at the same period and therefore can be cultivated and 
harvested mechanically. The areas under vines have 
been constantly increasing and now total nearly 200,000 
hectares, of which 75 per cent are modern plantations 
suitable for mechanized-cultivation. 


Within the framework of the general economic re- 
form, wider scope has been granted for initiative and 
independent action on the part of enterprises in the field 
of production planning and sales of produce. An impor- 
tant event, in respect of organizational structure, was the 
creation in October 1967 of the United Central Co- 
operative Union as a merger of the Union of Co-opera- 
tive Farms and the Central Co-operative Union. The 
new body will co-ordinate the activities of 1,300 con- 
sumer co-operatives and 866 collective farms ; it is also 
supposed to strengthen the bargaining position of the co- 
operative farms in their transactions with the state pur- 
chasing agencies. According to a government decision, 
taken shortly after the merger, any profit accruing to 
the purchasing agencies in excess of that which had 
been planned must be returned to the co-operative 
farms.°* The local consumer co-operatives and co-oper- 
ative farms will channel part of their profits to the 
United Central Union ; a joint fund is thus being consti- 
tuted for the building of local processing plant, refriger- 
ating centres, storage facilities and even small industrial 
factories. The Union will exercise control over 40 per 
cent of domestic trade, 66 per cent of local food-process- 
ing plants and bakeries and also a considerable number 
of small industrial enterprises producing consumer 
goods.© In addition to retail trade in the villages, the 
consumer co-operatives will engage in wholesale transac- 
tions and purchasing of produce from farmers’ indivi- 
dual plots. With the establishment of the United Central 
Co-operative Union, as a counterpart to the United State 
Trusts such as “ Rodopa” and “ Bulgarplod ” — which 
handle vertical branch integration in the state sector 
— there will be two powerful large-scale organizations 
in the field of agriculture and food in Bulgaria. 


м See Rabotnichesko delo, 15 October 1967. 
55 Thid., 12 October 1967. 
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TABLE 14 


Livestock numbers and output of livestock products in eastern European countries, 1964 to 1967 


Numbers of livestock in thousands, output of meat and wool in thousands of tons, 
of milk in millions of litres, of eggs in millions 


Numbers 
Country/Year = ede se 
of which : of which: 
Cows Pigs Meat Milk Eggs Wool 
Albania 
OS As RE eg 147 
ges re HE Fath 4.5 15.8 1.90 0.21 
LOGGER ee 
И Bes. ae RE 
Bulgaria 
oe Earache beeen eal 14703 385 1 246 1326 25 
ee Sa et ae eens 1 450 464 1 346 1 449 26 
об 1385 490 1456 1490 26 
те а . 1363 са. 1551 ca.1669 ca. 28 
Czechoslovakia 
По ось 4 436 1060 3 650 2 695 1.96 
бе. а. 4 389 1156 3 806 3 007 2.065 
О а о wes 4 462 1123 4 044 3 080 2.26 
CO See м 4 440 4 230 3 460 
Eastern Germany 
1964-7. Sie.” 4 682 1 494 5 751 3 696 7.9 
бы Е К 4 762 1578 6 371 3 935 8.1 
ее о ива 4 918 1 660 6 728 3 894 8.3 
POG анис 5 019 
Hungary 
GAS ee er eo 1 945 oe 1 800 2215 10.5 
1965, ренту вой нь вы 1919 1200 1709 2 393 10.2 
BO hs, St ahi couins 1 968 1 220 1 790 2 436 9.9 
WOT ra a аа са. 2 050 ca. са. 6 650 са. 1 897 
Poland 
В 9 940 12 918 2 392 12 225 6 000 7.4 
а 9 947 13 780 2559 12 943 6 264 1 
1966.) eS 10 390 14 251 2 625 13 807 6 253 8.0 
VOGT iy. HEROS Ts 10 765 14 200 2 900 14 055 6 340 
Rumania 
CS ИЕ ae ee 4 756 6 034 1 102 3 021 2456 25 
ее 4935 5 365 1116 31252 2 630 25 
О eo ran Sark kt 5 198 5 400 1 265 3 738 2 814 26 
TOG TER orc. mod, Xe os ae 5,331 5739 1 346 3 947 2910 29 
Sources : Statistical yearbooks, plans and plan-fulfilment reports. 
Nore. — For livestock numbers, end-year census in all countries, except Poland (mid-year census). Figures for meat are in terms of live weight in all countries, 


except Bulgaria where they refer to carcass weight. For Albania, output figures relate only to state farms. 


On the basis of available information on developments 
in the Rumanian agricultural sector in 1967, it is rather 
difficult to obtain an adequate picture of the current 
situation, interest to a large extent being centred on the 
future. However, globa! output in the year under review 
seems to have been kept at the 1966 level, with a 
somewhat faster growth in livestock than in crop 


production. 


@ Excluding buffaloes. State purchases. 


Wheater conditions were relatively satisfactory for 
winter-sown crops and the wheat harvest exceeded that 
of the previous year by some 14-15 per cent; it is not 
known to what extent changes in areas may have contri- 
buted to this development. The decline in the maize 
crop —at a record level of niore than 8 million tons in 
1966 — was of almost the same order of magnitude, 
severe summer drought, especially in the eastern and 


TABLE 15 


tra n combi tries, 
i ain combines and chemical fertilizers in eastern European coun’ 
ee 1964 to 1967 


Tractors and combines in thousands, fertilizers in kilogrammes of pure content per hectare of arable land 


Country 1964 1965 1966 
Tractors 
Albania@. . ...... ae 
Ворана йо, В i 71.8 
Czechoslovakia? .....| 164.5 179.5 185.9 
Eastern Germany ? 117.7 124.3 132.8 
TUNE aTy Sees see в в 60.6 64.2 67.5 


136.7 


1967 1964 1965 1966 1967 
(Stocks) 
Combines 
0.5 Be = ae 
12.0 12.1 13.1 14.3 
10.5 11.9 12.3 
ne 13.8 15.4 16.8 = 
(69) 8.0 8.8 9.7 (10.5) 
39.5 


is an Se a Е Е ЕН Е Е SS 


Country 1964 1965 1966 1967 | 1964 1965 1966 1967 
(Deliveries) 
Tractors Combines 

Ааа. ца 0.6 0.6 ve 0.09 age i fe 
Вана вые. 6.3 va oe ee 1.4 1.4 1.6 2.5 
Czechoslovakia. .... 16.3 15.1 14.4 7.4 2.9 3.7 3.2 1.6 
Eastern Germany . . 9.5 6.8 a: 10.2 ez 1.3 1.4 0.7 
Нора о ee 8.4 7.5 6.5 ra 1.4 ЕТ 
РО ен 20.4 23.5 22.6 24.1 1.4 


Country 1964 
А Бана: Е 34 
В ceaeteets ss 59 
Czechoslovakia. .... 138 
Eastern Germany 251 
Hungary ео 67 
Poland п. ее 63 
ааа, се 19 


Sources : Statistical yearbooks, plans and plan-fulfilment reports. 
@ Tractors in 15 h.p. units. © quipment in socialist sector only. 


south-eastern regions, having had a significant impact. 
As a result, total cereals production was reduced by 
about 3 per cent. The root crops suffered in the vegeta- 
tion period from a cold and wet spring and prolonged 
summer drought; the sugar-beet harvest, for instance, 
was 13 per cent smaller than in 1966. Sunflower-seeds 
yielded well, however, and total results improved by 
about 8 per cent. Data are not available on fruit and 
vegetable production ; it may nevertheless be assumed 
that some progress was achieved, due to the extension 
of areas and the coming to maturity of new planta- 
tions, as well as to more intensive and technically im- 
proved cultivation methods. 


Mainly on the basis of abundant feed carry-overs from 
the 1966 harvest, all categories of livestock expanded. 


1965 1966 1967 
(Fertilizer application) с 
75 99 134 
176 182 
278 (286) ae 
70 76 97 
72 85 (104) 
27 34 59 


¢ Fertilizers per hectare of arable land, except in Bulgaria (per hectare of cultivable land). 


Animal production in 1967 indicates favourable results 
in the state and co-operative enterprises, where consi- 
derable efforts to raise production levels are being 
made ; meat output is reported to have risen by 6.4 per 
cent, milk by 5.6 per cent, wool by 11.9 per cent and 
eggs by 3.4 per cent. According to the current medium- 
term plan, 50 per cent of pig-meat production, 20 per 
cent of milk supplies and almost the total output of eggs 
is to be concentrated in the state farm sector, which will 
be provided with modern equipment for large-scale pro- 
duction. In 1968, important new capacity for industrial 
mixed feed production will enter into operation, essen- 
tially for supply to the state farms. 


Industrial supplies to agriculture in 1967 continued at 
a comparatively high level. Average consumption of 


artificial fertilizers, reaching 59 kg per hectare, is те- _ 
ported to have increased by nearly 70 per cent. Total 
agricultural investments exceeded those of the previous 
year by some 14 per cent. A significant share was de- 
voted to the extension of the irrigation net (by 40 рег 
cent); in the following three-year period, the total area 
will have to be more than doubled if the 1970 Plan target 
of a million hectares is to be attained. Rural electrifica- 
tion is another field in which efforts have been intensi- 
fied ; at present only about 62 per cent of the rural 
localities have access to electric power, and a huge gap 
has still to be filled in order to create possibilities for 
broader utilization in farm operations. 


Important measures for the implementation of the 

new general economic principles in the state farm sector 
were taken in 1967, with the granting of fully auto- 
0010$ economic accounting to the enterprises. The co- 
operative sector remains subordinated to the central 
Agricultural Administrative Council; at the local level 
the Machine and Tractor Stations, which have also been 
transferred to khozraschet, play an important co-ordi- 
nating role in the organization of collective farm 
activity. 

The 1967 agricultural results were much better than 
average in Albania. Gross output rose by almost 12 per 
cent, almost exactly as planned, to a level one-quarter 
above that of 1965, the reference year for the current 
medium-term plan. The sown area was 6 per cent larger 
than in 1966, the target increase for production of bread 


4. INVES 


Investment activity again was intense last year in the 
Soviet Union and eastern Europe with gross fixed capi- 
tal formation at unprecedented levels in all of these 
countries. The rate of investment expansion shown in 
Table 16 was of the order of 8-9 per cent in the Soviet 
Union, eastern Germany and Poland; it was almost 
double that level in Hungary, Rumania and Bulgaria, 
and lower only in Czechoslovakia where, after a three- 
year rapid expansion, the growth rate-slowed down to 
about 2-3 per cent. As shown in the table, the growth 
rate of fixed investment in 1967 was above that of 
national income in all countries of the area except in 
Czechoslovakia. 


In 1967 the relationship between the expansion of 
fixed capital investment and the expansion of national 
income developed in close accordance with the relation- 
ship laid down in the annual plans of eastern Germany 
and Bulgaria (which both claim a rather close overall 
fulfilment both of their fixed capital investment and of 
their national-income plans). In the Soviet Union, invest- 
ment expanded faster and national income slower than 
foreseen in the annual plan. The rise in national income 
was also faster than foreseen in Hungary and Poland, 
but, in contrast to developments in the latter country, 
the above-plan expansion of investment in Hungary was 
far above that of national income. 

The share of fixed capital investment in national 
income during the 1965-1967 period remained relatively 
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grains (including maize) of 10 per cent is reported to 
have been attained, and higher yields were obtained in 


some districts (in the Korca region, for example, wheat 
and maize yields reached 17 and 18 quintals per hectare 


respectively, the national average target for 1970 being 
19 qu/ha). Because of the completion of the campaign 
for the collectivization of mountain holdings, and the 
reduction by one-half in the area and livestock numbers 
of collective farmers’ private plots, virtually all procure- 
ments now take place within the socialist sector.®® 

As an incentive to higher meat production, and as one 
of a series of measures taken to strengthen the weaker 
agricultural co-operatives in mountainous regions, pro- 
curement prices were shifted in the latter half of the year 
from the standard to the premium, or surplus, rate. 
Domestic production of artificial fertilizers enabled agri- 
culture to receive a five-fold increase in supplies over the 
1966 level, and the tractor park rose by over 16 per cent 
from its 1965 level to reach some 9,000 units. Such 
increases in inputs, as well as the rapid progress of the 
land reclamation and irrigation plans (the former being 
overfulfilled by 21 per cent, the latter by 2 per cent, 
during the year), provide a basis for the large increment 
in output planned for 1968. Gross agricultural produc- 
tion is scheduled to increase by 12 per cent, with incre- 
ments of 16 per cent in the crop sector and 8 per cent in 
livestock farming. 


56 Tn 1967 collective farms had 80.5 per cent, and state farms 
18.1 per cent, of the total cultivated area. 


TMENT 


stable in the Soviet Union; it decreased slightly in 
Czechoslovakia, and rose moderately but steadily in 
eastern Germany, Hungary and Poland. In accordance 
with the ambitious investment targets of their respective 
five-year plans, it increased more sharply in Bulgaria 
and Rumania.*? 


Construction and equipment 


The fast expansion of fixed capital investment in the 
area last year was effectively sustained by a powerful 
production drive in the construction industries. Total 
output of the construction industries, shown in 
Table 17, expanded by between 9-12 per cent in five of 
the seven countries (the Soviet Union, Czechoslovakia, 
eastern Germany, Hungary and Poland), and at even 
higher rates, by 18-20 per cent, in the two others (Ruma- 
nia and Bulgaria). 


These substantial increases in construction output, 
which in Bulgaria, Hungary and Poland are known to 
have considerably exceeded the planned levels, seem to 
reflect a new stage in the developinent of the construc- 
tion industries in the countries of the area. There is 
a clear tendency to base the growth of output primarily 
on better tooling, improved techniques, widespread use 


5? See Economic Survey of Europe in 1966, Chapter II, pp. 43-45. 


я _ @) Growth rate of fixed шуезитеи? ..| 9.5. 
_ (С) Growth rate of national income. ..| 4.4 
(3) Fixed investment as a percentage of | 


national income. .... . ее: р $ 
Hungary 
(1) Growth rate of fixed investment? . . | 0.2 
(2) Growth rate of national income. .. 1 
(3) Fixed investment as a percentage of 
_ пабопа! шсоше...... var ey, 30.3 
Poland 
(1) Growth rate of fixed investment. . . 9.8 
(2) Growth rate of national income. . . 7.0 
(3) Fixed investment as a percentage of 
national income. ..... Soke aah 27.4 
Rumania 
(1) Growth rate of fixed investment? . . 10 
(2) Growth rate of national income. . . 9.7 
(3) Fixed investment as a percentage of 
nationalincome. ...... 
Soviet Union 
(1) Growth rate of fixed investment. . . 6.1 
(2) Growth rate of nationalincome. . . 7.1 


(3) Fixed investment аз а percentage of 
national income 


Sources ; Statistical yearbooks, plans and plan-fulfilment reports. 


Note. — Growth rates and percentcges of national income refer to national 
income produced. 

The investment ratios shown as item (3) are comparable in time but not 
internationally: they reflect the varying characteristics of the price systems adopted 
and they miay, therefore, imply either relative over-valuation or under-valuation 
of investments. 


The following is the price base of these calculations: 


Bulgaria: Prices of 1965. 
Czechoslovakia : spe eis income, prices of 1960; investment prices 
of 1963. 


of prefabricated materials (and, consequently, rising pro- 
ductivity and decreasing costs) rather than on the ex- 
pansion of employment. 

Production and productivity increases shown т 
Table 17 appear to have been Closely interlinked last 


AON pars os 
Е Maer ИРА 
& sted по ew Ogee ae ВИ 
5.3 5. ие: Зы = Bente ee: 
21.8 22.4 Phi bee 227 232 ЗО 
Se ый — 
8 | в. 
9.0 7 15 _0-1* в: fe 
8.4 3.5-4.0 a, 5-6 _ 3.5-3.9 ь 
30.6 31.5 475° р о 
86-83 ‘9.7 5.8 8.0 
12 3.4 6.0 4.8 6.0 
27.8 28.3 28.7 28.8 273 
10.7 x2 “474 10.7 . 
9.8 : 7.5 8.6 г 
73 6.9 8.0 5.7 7.4 
7.5 7.5 5.9 6.8 6.8 
23.9 23.8 24.4 24.2 24.4 


Eastern Germany : Current prices (except for national income index of 1965). 
Hungary : Prices of 1959. 


Poland: Prices of 1961, except for investment in 1967 and the 
1968 Plan. 

Rumania : Prices of 1959 and 1967, respectively. 

Soviet Union : м income, prices of 1958; investment, prices 
о ‹ 


а Excluding private investment. 


b a current prices; 1967 data have been adjusted for the effects of the price 
reform. 


year in the construction and construction materials in- 
dustries of the Soviet Union and the eastern European 
countries. Productivity increases were responsible for 70- 
80 per cent of the increases in output in the construction 
industries in Czechoslovakia, Hungary and the Soviet 
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a 
- 
4 


TABLE 17 


| Output, employment and productivity in the construction 


and construction materials industries in 1967 
Percentage change from previous year 


Г Cawntry and sector ‘| Planned Actual Employ. Output 
output output ment Staves 

Bulvari 
Construction industry ae 10.0 18.2 ми ч 
Construction materials ш- | 
BUSHEY wee еее Е 15.6 
Czechoslovakia 
Construction industry? . . . 9.3 2.9 6.2 
Construction materials in- 

И О ки Riera urs 6.9 
Eastern Germany 
Construction industry® . . . 9.1 0.5 8.6 
Construction materials ш- 

ISLES s,s 8.2 0.7 7.4 
Hungary 
Construction industry _ 6-7 12 3 9 
Construction materials  in- 

о. 5 11 2 9 
Poland 
Construction industry? . . . 10.6 5 5 
Construction materials  in- 

ооо "ower... ee 4.5 7.5 
Rumania 
Construction industry ss 20.6 
Construction materials  in- 

Gusthyt etd. РР см 12 
Soviet Union 
Construction industry „И 9* 2.5 6.5 
Construction materials  in- 

ПОЗЕ; За sik са 9 


Sources : Plans and plan-fulfilment reports. 
@ Specialized construction enterprises only. 
© State sector only. 


Union (where profits in construction rose by 18 per 
cent); they provided about 50 per cent of the output 
growth registered in Poland and more than 90 per cent 
in eastern Germany (where additional shift work was 
reported to have been accepted by 37 per cent of con- 
struction workers). 

With the possible exceptions of Rumania and Poland, 
production increases ш the construction materials 
industries appear to have developed roughly in line with 
the expansion of construction output. The output pat- 
tern of construction materials, moreover, has shown a 
marked shift from “traditional” to so-called “ techni- 
cally advanced ” products (pre-stressed concrete compo- 
nents, prefabricated panels, window frames, etc.). 


Changes in construction and machinery supplies in 


Czechoslovakia and Poland 
Czechoslovakia Poland 
Total investments State and co-operative 
$ investments 
1966 1967 1966 1967 


к Index numbers (previous year = 100) 
Machinery and equip- | 


ment S30 Dees 113 95 111 111 
Building and construc- 

HON, Ge wert yd Rees 108 108 107 111 
Other investments . . . — — 109 113 

(Percentage distributi 

Е а В. ercentage distribution) 

а aes 39.8 36.8 42.8 42.7 
Building and construc- 

МО 51 uses + 60.2 63.2 50.5 50.5 
Other investments . . . — — 6.7 6.8 


Sources : Statistical yearbooks and plan-fulfilment reports. 


The material composition of fixed capital investment 
in the conditions of a construction boom showed a 
tendency towards an increase in the share of the building 
and construction constituent. While the volume of build- 
ing and construction work probably increased in all 
countries roughly at the high rates of total construction 
output, the supply of machinery and equipment, im- 
ported and domestically produced, generally increased at 
lower rates and, in comparison with other years, with 
less regularity. As indicated in the table above, ma- 
chinery increased in step with building construction in 
Poland, while it actually fell in Czechoslovakia. As far 
as other countries are concerned, machinery supplies 
probably reached or even surpassed the overall rate of 
investment expansion in eastern Germany and Hun- 
gary ;58 on the other hand, they were probably lower 
not only in Czechoslovakia but also in Rumania and the 
Soviet Union. 


The impact of the economic reforms 


The remarkably fast investment expansion last year, 
with a modest rate only in Czechoslovakia, was obtained 
in most cases in conditions of more or less comprehen- 
sive institutional changes, which increasingly tend to 
influence not only decision-making, financing and im- 
plementation, but also the level and composition of 
investment. 


In Czechoslovakia, decisions covering about one-half 
(instead of the 84 per cent originally foreseen in the 
directives of 15 July 1966) of the total volume of invest- 
ments were dependent upon enterprises and banking 
institutions in 1967, according to the still incomplete 
information available, although for the time being these 
decisions remain subject to the approval of the adminis- 
trative authorities. The role of decentralized decisions 
was also pronounced in Hungary, where — apart from a 


58 The Bulgarian plan-fulfilment report refers to a rise in the share 
of machinery and equipment in the total of fixed investment (exclud- 
ing private construction) from 45.3 per cent in 1966 to 50.3 per cent 
in 1967, which would imply a rise in supplies by 28 per cent between 
1966 and 1967. 


_— 10 per cent share | is 
and co-operatives in the socialist sector were, during 
1966-1967, invested with the power of decision-taking in 
respect of 30 per cent of the total and 22 per cent of 
industrial and construction investment. The shift to- 
wards decentralization was equally marked last year in 
the Soviet Union and eastern Germany. In the Soviet 
Union, the combined share of decentralized decisions in 
total investments can be estimated to have reached 
28 per cent, while in eastern Germany it can be assumed 
to have amounted to about one-quarter of all invest- 
ment — the semi-state, co-operative and private sector 
being responsible for an estimated 15-17 per cent, and 
credit arrangements in the state industrial sector covering 
a further 8-10 per cent. About one-fifth of the combined 
total of state, co-operative and private investment 
can be assumed to have been removed from direct 
central decision-making in Poland, while the share is 
known to have remained at about the previous year’s 
level in Rumania (5.7 per cent and 0.6 per cent re- 
spectively). 

The changes in the methods of investment financing 
have resulted in the extension of the role of funds 
originating from enterprise profits, depreciation allow- 
ances and institutional credit, and a corresponding re- 
duction in the role of centralized resources. 


Profits in the Soviet Union in 1967 are estimated to 
have reached well over 50 per cent of the country’s 
“net income” available for investment and budgetary 
spending (as compared with about 40 per cent in 1958) 
and depreciation allowances, after a revaluation of the 
capital stock and some rise in depreciation rates, are 
reckoned to have covered about 25 per cent of the total 
of investments. Enterprises and other economic organiz- 
ations are as a rule allowed to retain about one-third of 
their net profits for fixed and stock investment, research 
and development expenditure and other enterprise 
ригрозез.5 


Bank credits already play an important role — which 
is increasing in importance — in investment financing in 
eastern Germany, Czechoslovakia, Poland and Hungary. 
In Poland, bank credits have assumed an increasing role 
in the financing of investment since the reform of Janu- 
ary 1966, while bank credits in eastern Germany last 
year accounted for 19 per cent of the investment finance 
of the centrally planned state industry. 


Enterprise funds (profits and depreciation) in Bulgaria 
in 1967 provided 21.4 per cent of the total investment 
finance for within-limit investments (347 million leva out 
of 1,620 million leva): the share was 30 per cent for 
enterprises which have maintained the old management 
arrangements but it reached 92 per cent in those which 
operated under the new system.*®1 


As reported in the section dealing with institutional 
developments (section 6 below), the price reform in 
Czechoslovakia had important effects on investment 
activity. In Hungary, on the other hand, pending the 
introduction of the new economic system, a scramble by 


59 Ekonomicheskaya Gazeta, No. 23, 1966. 
6° Cf. Neues Deutschland, 23 December 1967, р. 5. 
81 Cf. Planovo stopanstvo i statistika, Мо. 6, 1967. 


of private investment — enterprises 


investors for still “ freely ” obtainable investment finance _ 
put a rather heavy strain on resources.” The expected 4 
reduction in the stock of uncompleted investment was — 
partly achieved in Czechoslovakia, where the volume. of 
completions exceeded by 6.3 per cent (or 3.3 billion © 
crowns) the volume of investment, but in the Soviet 4 
Union the stock of uncompleted investment again in- 
creased (5.4 billion roubles, against an increase of 
4.5 billion in the preceding year). 


Distribution of investment 


The distribution of fixed capital investment by sectors 
and industries, shown in Tables 18 and 19, developed, 
with few significant exceptions, only in broad accord- 
ance with the distribution envisaged in the 1966-1970 
Plans. In their original versions these had foreseen a 
marked shift in the composition of investment, in com- 
parison with the 1961-1965 period, from non-productive 
towards productive sectors ; a substantial increase in the 
share of agriculture was postulated in the Soviet Union 
and Poland ; a pronounced rise in the share of industry 
in Hungary, Rumania and Bulgaria and, together with 
Poland, in transportation. The industrial sections of © 
these plans provided for shifts towards chemicals in all 
countries. In addition, great emphasis was put on food 
processing in the Soviet Union and Rumania; metal- 
lurgy and engineering were to increase their shares 
in the total investment of Poland, Rumania and 
Bulgaria.** The revised plans of Czechoslovakia, by 
contrast, provide for a change in composition towards 
non-productive sectors and, within industry, towards 
building-materials and manufactured consumer-goods 
production. 


The implementation of the new investment pattern in 
the Soviet Union has progressed successively in the first 
two years of the new Five-year Plan. The share of 
agriculture in the investment total rose substantially last 
year, but is still below the planned five-year average. 
The combined share of industry, construction and trans- 
port, which according to the Five-year Plan should re- 
main at about its previous five-year average, had been 
somewhat lower in the first year of the new plan. 
Housing investment, by contrast, seems to be progress- 
ing, and it is taking up an increasing portion of the 
relatively smaller share of non-productive investment. 


The distribution of investment in eastern Germany 
and Czechoslovakia seems to have developed in different 
directions. Eastern Germany reported “a stronger con- 
centration than in preceding years” of a considerably 
increased volume of investment “ on structurally essential 


* This explanation was given the following formulation in a newly 
founded quarterly review of economic policy (see Gazdasag, No. 1 
November 1967, p. 39): “Developments in 1967 are being in- 
fluenced к by a preparation for the changes expected from the 
forthcoming implementation of the reform of the economic manage- 
ment system. The most active, and higher than centrally foreseen 
investment activity indicates that one section of investors wished to 
obtain a maximum of investment funds which presently are still 
ae by the centre and free of any particular economic stipula- 

ion”, 


83 See also Economic Survey of Е ? 
рр. 43-45. у f игоре т 1966, Chapter II, 
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TABLE 18 (continued) 
Fixed investment outlays (excluding capital repairs) by main economic sectors 


1961-1965 


1966-1970 
Rumania 
Total fixed investment (billions of 
lei): 
= at 1959 prices. .... Je 172.6 ¢ 280.5 ¢ 
— at 1967 prices. .....-. ate ae 
Percentage share of: 
Agriculture. ее 15.5 12.6 
ао et cls ee oaks 53.2 } 58.5 
Gonstruction еее 3.9 : 
SI rdniSMOLts scree) eee 10.2 11.5 
аа Oey ucts) antes Bake 2.3 
Health, education, public 17.4 
housing, etc. чье 14.9 
Soviet Union 
Total fixed investment (billions of 
roubles): 
== At L955 PriGeS se vue аж 211.8 303.2 
Percentage share of: 
Agriculture ........ 17.0 22.9 f 
industry... ws Ss 36.1 
Gonstructionte.. 7s) 1 a. 27 497 
Transport and communica- 
HONS. Е een ea 10.0 
HOUSING Ha. Sener ees 
Trade and other non-produc- | 34.2 28.17 
HIVE SCCIONS а 


1965 1966 oe 
40.3¢ 44.6¢ 52.28 57.86 
12.2 11.9 : 11.5 11.5 
55.8 54.5 ; 57.7 57.3 
4.4 47 44 3.2 
10.2 11.2 10.3 11.0 
2.5 
17.4 17.7 16.1 
14.5 
48.7 52.2 55.8 56.4 59.6 
18.5 18.4 20.3 20.3 
36.3 35.6 
27 29 
9.9 9.6 : 5. 
21.0 
32.6 33.5 26.0 


Sources : Statistical yearbooks, plans and plan-fulfilment reports. 


Norte. — Percentage shares of sectors are based on the italicized total invest- 
ment figures. 


@ Excluding private construction investment which amounted to 0.9 billion leva 
in 1961-1965 and 0.19 billion leva in 1965. 


© Including construction and trade which are shown separately for 1961-1965. 


branches and projects furthering socialist rational- 
ization’. The investment pattern in Czechoslovakia, on 
the other hand, reflected, in accordance with the revi- 
sion of the investment plan, a reduction in the share and 
level of industrial and transport investment, and an 
increase in the moderately higher total of housing and 
other “ non-productive ” investment. The shift within the 
slightly lower total of industrial investment was in 
favour of electric power, chemicals, manufactured con- 
sumer-goods industries and, primarily, building-mate- 
rials production (see Table 19). 

The pattern of fixed investment in Poland, which can 
claim to have fulfilled the provisions of all sectoral 
plans, has shown a successful adaptation to the changes 
foreseen in the Five-year Plan in transport, the con- 
struction industry and trade; but the actual shares have 
still been closer to the distribution of the previous 
Five-year Plan in agriculture, the non-productive sectors 
and, to some extent, in the extracting and manufac- 
turing industries. The industrial pattern, equally at some 
variance with the medium-term provisions, shows the 
highest priority for investment in the electric power and, 
foremost, in the chemicals and the building materials 
industries. 


с State and co-operative investment. The estimates for 1967 are based on informa- 
tion for the first nine months. 


@ The combined share of construction and trade amounted to 5.9 per cent. 


€ Excluding co-operative and private investment, which in 1961-1965 amounted 
to 13.9 billion lei. 


7 Percentage of original plan total of 310 billion roubles. 


The drive towards expansion in the productive sec- 
tors, beyond the proportions foreseen in the Five-year 
Plans, seems to have gone furthest in Rumania, where 
their total share reached 84 per cent (compared with the 
already extremely high figure of 83 per cent stipulated 
in the Five-year Plan). The combined share of industry 
and construction -has actually risen to 62 per cent (in- 
stead of the 58.5 per cent foreseen in the Five-year Plan) 
which obviously implies a reduction in the share of 
agriculture and transport. The industrialization drive, 
with a 24 per cent increase in total industrial invest- 
ment, provided priority allocations to the chemicals and 
allied industries (as in other countries) but, in accordance 
with the medium-term provisions, also to the engineer- 
ing, food and light industries (see Table 19). 

The pattern of distribution of the rapidly rising invest- 
ments in Hungary and Bulgaria also reflects the prior- 
ity attached to the expansion of industrial investment. 
Industrial investment in Hungary can be estimated (on 
the basis of the information available for the state and 
co-operative sector) to have reached almost 40 per cent 
of the total, which is less than the share envisaged in the 
Plan for the 1966-1970 period, but substantially more 
than the share either in the average of 1961-1965 or in 


TABLE 19 


Index numbers and distribution of industrial investment 


in Czechoslovakia and Rumania 


Czechoslovakia . 
1966 
percentage 


1967 967 
(1966 = 100) gine 


Rumania 


POC гы, Ч. ae. fa A 84 17.6 15.0 22.0 
Electric energy... .. 103 118 122. 101 18.1. 32.7 
Metallurgy 5 88 14.8 13.2 ia (14,9) го 
Engineering reais 91 14.6 13.4 147 8.0 9.2 
Building materials 162 6.4 10.5 is (5.0) 
Chemicaist. . 070 atti 105 16.4 17.4 163 4 14,24 18,94 
Food processing ..... = (5,7) ° (5.7) ° 
Light industries... . . le 1016 — 103° 13 102 aed 
Other heavy industries a (2.5) 5 252 125 Pf) 27.9 
Total industry ...., 100,0 100.0 124 100.0 100.0 
of which: 
Heavy sectors ..... 84.2 * 84.0 * 122 89.8 88.7 
Light sectors... . . . 15.8 * 16,0 * 134 10.2 11.3 


Sources : Statistical yearbooks, plans and plan-fulfilment reports. 
@ Including cellulose and paper. 


1965. However, this expansion of the share of industrial 
investment was not obtained by a reduction in the share 
of non-productive investment (as foreseen in the Five- 
year Plan) but by a less than planned rise in the share of 
transport investment and a reduced (instead of the 


‘planned unchanged) share of agricultural investment. 


The current patterns of industrial investment, in spite 
of the common characteristic of a sustained effort to- 
wards further industrialization, nevertheless show sub- 
stantial differences between Hungary and Bulgaria. In- 
dustrial investment in Hungary, which can be reckoned 


.10 have risen by some 18 per cent between 1966 and 


1967, is spread over a wide range of basic and processing 
industries — with substantially increased allocations to 
non-ferrous metallurgy and building materials, but with 
above-average increases also in chemicals, engineering 
and food processing.® Industrial investment in Bulgaria 
was reportedly concentrated on such basic industries as 
coal mining, electric power production, ferrous and non- 
ferrous metallurgy and the execution of mainly modern- 
ization types of investments in engineering, 


Annual and biennial plans 


According to the provisions of the annual plans, fixed 
capital investment in 1968 is expected to expand in 


* The following is the available information on the sectoral 
detail of industrial investment in Hungary last year: 


Jan.-Sept. 1967 Percentage 
(Jan.-Sept. 1966 shares 


= 100) in 1966 
Metallurgy ...,... 156 4.5 
Chemicals. ....:-. 118 7.9 
Building materials . 191 2.5 
Engineering ...,--. 119 6.8 
Light industries . . 113 4.8 
Food processing . .. - 127 3.8 


Source + Statisztikai havi kézlemények, No. 11, 1967. 


$ Refers to the combined total of 1966 and 1967, 


< Manufactured consumers’ goods, 


most countries of the area at reduced rates in compari- 
son with those obtained last year. Planned rates of 
investment expansion shown in Table 16 are this year 
to reach 5-7 per cent in the Soviet Union, Poland and 
Bulgaria, 9-11 per cent in eastern Germany and Ruma- 
nia and 0-1 per cent in Hungary. With the planned 
faster expansion of fixed investment than of national 
income, fixed investment ratios are again generally ex- 
pected to rise this year— except in the Soviet Union 
and Hungary. 


Albania envisages for 1968 a more or less parallel 
expansion, at much increased rates in comparison with 
last year, of both fixed capital investment and the na- 
tional income produced. The planned growth rate of 
fixed investment is to rise from 6 per cent in 1967 to 
16 per cent in 1968 and that of “social production ” 
from 7-8 per cent to 17 per cent (of the former, pro- 
ductive investment should make up 85.8 per cent in 
contrast to an 83.6 per cent share envisaged in the 
1966-1970 Plan). 


The annual 1967 Plans and the actual developments 
were broadly in conformity with the lines embodied in 
the medium-term plans. In 1968, however, the impact of 
the economic reforms, especially in Czechoslovakia, 
Hungary and eastern Germany, could cause certain diver- 
gencies from the more detailed provisions contained in 
these plans. 


The reform in respect of decision-making and finan- 
cing reached important new stages this year in Czecho- 
slovakia, eastern Germany and Hungary. Czechoslova- 
kia, in further developing its “ selective” credit policies, 
has assigned first priority in its credit policy directives 
for 1968 to projects likely to increase convertible cur- 
rency receipts: it has applied project evaluation pro- 
cedures based on material and product prices on 


= 


ЕН 


ntal system of self-financing to all state enterprises п 
ustry, construction and trade, and this year envisages и 


i ing the share of bank credits to 27 per cent (as 
compared with the reported 19 per cent last year) in 
‘the total volume of investment finance of its centrally 
planned state industry.° Hungary also shifted, as of 
1 January 1968, from centralized to decentralized methods 
in investment financing, and plans to provide only 19 per 
cent of total investment resources from the state budget, 
as against 34 per cent from bank credits and 47 per cent 
from enterprise profits and depreciation allowances. 


Planned changes in the sectoral distribution of 
fixed capital investment in Czechoslovakia 


1967 1970 Plan 1970 over 1967 

Billion _ ВИЙоп Р. то: Ind Percent- 

iol “ames MESS “ager 16hmi00 “Seen 

Industry 26.4 39.5 РА 36.7 105 1.6 
Transport and 

commu- 

nications 6.2 9.3 8.8 11.6 142 12.4. 

Housing 8.7 13.0 12.8 16.9 147 13.6 

Other sectors. 25.6 38.2 26.3 34.8 103 1.0 

Total 66.9 100.0 75.6 100.0 113 4.2 


Sources : Plans and plan-fulfilment reports. 


The changes in the sectoral distribution of investment 
in Czechoslovakia indicate, as shown in the text table 
above, a reduction in the share of industrial investment 
and increasing allocations (in contrast to last year’s 
change) to transport and communications, as well as a 
continuing high allocation to housing. The biennial 
(1968-1969) plan of industrial investment, summarized in 
the text table below, envisages a continuing sharp re- 
duction for fuels and metals and a corresponding in- 
crease in the respective shares of the building materials, 
chemicals, food processing and manufactured consumer- 
goods industries, and also of electric power plants and 
engineering.®” 


65 For further details of the reforms in Czechoslovakia and eastern 
Germany see section 6 below. 


56 Евуе 0, No. 1, 1968, р. 5. Enterprises are expected to be respon- 
sible this year for 40 per cent of total and for 44 per cent of the 
industrial and construction investment in the socialist sector (as 


rie with the reported 30 and 22 per cent, respectively, last 
year). 


87 The quoted new credit policy directives stress the priority of 
investments, in accordance with this industrial programme, in the 
pharmaceutical, petro-chemical and synthetic fibre industries; in 
building materials production; in the glass, ceramics, printing and 
wood-working industries; and, furthermore, in the tourist industry 
and in motor-car servicing. 


Planned distribution of industrial investment 


in Czechoslovakia and Poland 
Е 
Czechoslovakia г Roland yas 
1967 1968 199 1967 1968 «1969 
Total industrial 
investment : 
Billions of national 
currency units . . 26.4 26.8% 27.2% 69.0% 73.9% 81.46 
Index numbers 
(previous year = 
Тб oils © 99 101.6% 101.6% 1138 1075 110° 
Percentage share in 
total of industrial 
branches : с а 
Fuel ео да 15.0 11.5 (15.2) 14.5 13.6 
Metallurgy 13.2 9.5 (10.9) 99 10.1 
Electric energy . . 12.2- 13.4 (10.3) 9.7 9.4 
Engineering . . . 13.4 14.0 (15.6) 16.1 15.0 
Building materials. 10.5 12.0 (5.4) 64 68 
Chemicals . . . . 17.4 18.8 (17.7) 18.1 18.8 
Food processing . (5.7) 7.0 (7.4) had, 7.9 
Light industries. . 10.3 11.3 (3.9)... 5.0. 5:2 
Other industries (2.5) Ly (13.7) © 12.62 13.28 


Sources : National plan as revised in April 1967 for Czechoslovakia. Monitor 
Polski, No. 73, 1966 and No. 70, 1967 for Poland. 
@ Assuming an increase at the average annual rate from 1967 to 1970. 
State and co-operative industry at 1961 prices. 
с Distribution refers to the total of 1968 and 1969. 
@ Planned detail by industrial branches аз a percentage of actual total. 


е Includes in 1967 all investment in excess of the planned level and, in all years, 
investment in the glass and china, timber and paper industries and the non- 
centrally planned investment. 


The Soviet Union, Poland, Rumania and, almost cer- 
tainly, Bulgaria have shown in their 1968 investment 
plans a much closer compliance with the original invest- 
ment pattern of the 1966-1970 Plans. The sectoral distri- 
bution of investment in Poland’s annual plan, similarly 
to last year’s developments, nevertheless reflects rela- 
tively lower allocations to the productive sectors and 
relatively higher allocations to the non-productive sectors 
and trade than originally stipulated in the medium term 
(see Table 18). The planned distribution of investment 
in the annual plan of Rumania, also in accordance with 
last year’s results, continued with higher allocations for 


industry and construction than provided for by the 1966- 
1970 Plan. 


The branchwise distribution of industrial investment 
planned for 1968 and 1969 in Poland, shown in the text 
table above, also implies a reduction in the share of 
heavy industries (fuels, metals, electricity and engi- 
neering) and continuing shifts in favour of chemicals 
and building materials, together with the textiles and 
clothing and food-processing industries. 


ss CONSUMERS’ INCOMES AND SUPPLIES 


General pattern and main issues Se AOE tras) 4555 
The generally successful expansion of industrial and 


agricultural output and of non-agricultural employment. 


_ Ш eastern Europe and the Soviet Union during the first 

two years of the current (1966-1970) Five-year Plans was 
accompanied by significant progress in raising the living 
standards of the populations of the area. The annual and 
long-term objectives for incomes and consumption were 
generally exceeded, and the 1970 targets were subse- 
quently raised in several countries (the Soviet Union, 
Czechoslovakia, Rumania). Perhaps still more impor- 
tant, improvement in living standards has been lifted 
everywhere to the status of the first priority task, and 
concern for the satisfaction of consumer needs permeates 
plan documents and reports on their fulfilment. These 
policy emphases have inevitably led to generally greater 
attention being paid to the problems of the maintenance 
of supply and demand equilibrium in consumer markets. 
The latter issues were of special relevance in 1967 in 
the countries in which economic reforms were tending 
to free some prices from administrative controls, such 
as Czechoslovakia and Нипрагу. 88 

During the year under review, per capita real incomes 
of the population from all sources rose by somewhat less 
than 4 per cent in Czechoslovakia, eastern Germany and 
Poland, by 4-5 per cent in Rumania and by around 
6 per cent in the Soviet Union, Hungary and, presum- 
ably, Bulgaria (for which—as for Albania—no de- 
tailed income data have as yet been published). As in 
the preceding few years, peasant incomes tended to rise 
faster than those of wage- and salary-earners (parti- 
cularly in Hungary, Rumania and the Soviet Union), 
contributing to a further reduction in the urban/rural 
differential, the avowed objective of income distribution 
policies everywhere.®® 

In most countries the unearned incomes of population, 
such as social benefits and unpaid services in kind pro- 
vided by the state (mostly in health and education), 
continued to grow more or less pari passu with employ- 
ment income. Generally, the share of old-age pensions 
has tended to grow more than proportionately, due 
partly to the extension of the coverage and improved 
rates, but also to demographic causes, i.e. a rapid in- 
crease in the number of persons of eligible age. On the 
other hand, the relative decline in the weight of the 
housing subsidy brought about recently in Poland and, 
to a lesser extent, in Czechoslovakia, will soon also affect 
Rumania, where a near doubling of rental charges was 
announced. At the same time, housing construction was 
in 1967 on the whole at a level somewhat above that of 
the previous few years but the rate of completions again 
fell short of planned objectives everywhere. 

The above-plan expansion of non-agricultural em- 
ployment, a succession of two or more excellent har- 
vests with the concomitant greater than anticipated 
growth of peasant incomes, a loosening of wage disci- 

88 See section 6 below. 

в For long-term trends and patterns in incomes of wage-earners 
and peasants see Incomes in postwar Europe: A study of policies, 
growth and distribution, (SURVEY for 1965, Part 2,,Chapter 7, ECE, 
Geneva 1967). 


pline in some enterprises covered by the economic re- 
form, and possibly some overheating of the economy 
through excessive investment were among the factors 
which contributed in several countries, though to a 
varying extent, to an unexpectedly large accumulation 


of the purchasing power of the population and put 


visible strains on supplies during the year under review. 
On the whole and in global terms, the performance of 
the retail trade sector was everywhere very good. Sales 
plans were generally exceeded and the volume of deliv- 
eries matched the increased effective demand. Moreover, 
the further rapid expansion of facilities for the provision 
of paid services (such as repair shops, laundries, petrol 
stations, etc.) opened up additional outlets for consu- 
mers’ expenditure. Nevertheless, the steep increments in 
savings and cash-holdings that occurred in some coun- 
tries (Poland and Czechoslovakia) were symptomatic of 
some disproportions in supply and demand. At the same 
time, the imminence of the reform of prices in Hungary 
and Bulgaria caused a boom in consumer markets which 
added to the pressure of demand and which, inciden- 
tally, had the useful effect of reducing some stocks of 
hitherto “unmarketable” goods; similarly, the rapid 
expansion of peasant incomes in the Soviet Union chan- 
nelled demand in the direction of goods with which the 
urban market had already been largely saturated. 

The recent developments in consumer markets 
brought the more long-term problem of structural bal- 
ance of supply and demand into sharper focus. In spite 
of some progress in the last few years and the gradual 
effects of current reforms, the inadequate response of 
industry to consumers’ changing tastes and preferences 
has been a continuous source of disturbance to the 
global and specific market equilibria. Thus the excessive 
(at the present relatively high level of incomes) pressure 
on food supplies, well illustrated by the “ meat crisis ” in 
Poland last year, is generally recognized as a direct 
consequence of the shortcomings in the quantity and 
assortment of supplies of consumer goods of industrial 
origin. Moreover, the rapid expansion of savings is also, 
at least in part, attributed to this cause.” 

Further gains in living standards are expected to take 
place everywhere in 1968 in line with the long-term 
targets. In the Soviet Union real income per capita is 
expected to rise again by a very wide margin (6.9 per 
cent), but the published targets for average real wage 
increases in Hungary, Poland and Rumania are rather 
modest, envisaging a growth at the rate of some 2-3 per 
cent per wage-earner (the per capita target is laid down 
in Hungary at 3-4 per cent). In Bulgaria, Czecho- 
slovakia and Hungary, the expectation of consumer 
price adjustments in 1968 in the state-controlled and free 
markets introduces an element of uncertainty, making 
the prediction of changes in real incomes somewhat 
difficult. More generally, the above-plan upsurge of 
money incomes that occurred during the first two years 
of the current Five-year Plan period in most countries of 
the area warrants a more cautious income and employ- 
ment policy in the near future. 


10 For a fuller analysis of factors affecting the supply/demand 
equilibrium in planned economies, op. cit., Chapter 10. 


TABLE 20 
Trends in average incomes in the Soviet Union, 1963 to 1968 (Plan) 


Income category 1963 


Real incomes of population (Per capita) 


2* 3.94 

Nominal wages of wage- 

earners (Рег wage-earner) 15 29 
Nominal incomes of wage- 

earners including social 

benefits and subsidized 

services (Per wage-earner) 2.0 2.4 
Real incomes of wage-earn- я 

егз (Рег wage-earner) | 1 2 
Real incomes of collective 

farmers (Per working far- | 

mer) 4 8 


Percentage change Лот preceding year <r 


1964 


1966-1970 Plan 


1967 968 
| average 


1 
1966 Plan Plan Annual 


1965 


7 6 57> — SS 6.9 5.3 
6.1 3.6 4.1 <4 5.8 3.8 
7.0 3.7 3.9 5.4 
4 2 

13 8 6-8 * 5.65 6.75 


| Sails : National statistics and plan-fulfilment reports;.Sotsialisticheskiy trud, No. 11, 1967, р. 14 and No. 12, 1967, p. 3; Ekonomicheskaya Gazeta, No. 6, 1968. 
Data on real incomes of wage-earners and collective farmers, Nowe drogi, No. 11, 1967, p. 102. 


@ Pravda, 10 December 1964. 


Trends in individual countries ™ 


The Soviet Union: (1) Incomes and market equi- 
librium 


For the third consecutive year, the per capita real 
income of the population—a near equivalent to per 
capita consumption — rose in the Soviet Union in 1967 
by around 6 per cent. During 1966-1967 — the first two 
years of the current Five-year Plan— the annual aver- 
age amounted to 5.9 per cent, comfortably above the 
5.3 per cent growth target postulated by the Plan. Once 
again, the main beneficiaries of this expansion of total 
incomes were the peasants, whose real (per working 
peasant) gains in 1967 were probably in the region of 6- 
8 per cent, compared with a 4 per cent improvement (in 
nominal terms) registered among workers and employees 
(see Table 20).'2 The succession of several good-to- 
excellent harvests and the introduction of policy meas- 
ures improving material incentives, primarily through a 
strengthening of the links between output and delivery 
prices,”* combined to bring about a spectacular boost in 
peasant incomes, which have risen over the last four 
years by some 40 per cent in real terms— ап unprece- 
dented rate of increase. 


71 From the few available data relevant to trends in incomes and 
supplies in Albania it appears that the volume of retail trade turn- 
over (in the socialist sector) rose in that country in 1967 by 5 per cent 
(compared with 3.9 per cent planned), and is expected to go up by 
6.5 per cent in 1968. The current (1966-1970) Plan foresees an 
expansion of average wages by 9-11 per cent and of peasant incomes 
by 20-25 per cent. A far-reaching reform was introduced in 1967, 
reducing salaries and income-taxes in the higher brackets, abolishing 
income-tax for manual workers altogether, and cutting some retail 
prices. (Zeri i Popullit, 30 April 1967.) 

In per capita terms the margin of difference was probably 
smaller since non-agricultural employment rose again by the rather 
wide margin of 3.3 per cent suggesting a further increase in the 
number of wage-earners in the family. 


One such measure was the introduction of higher prices for 


above-quota procurements. For this and other measures, see the 
Survey for 1965, Part 1, Chapter I, pp. 24-28. 


® Receipts in money and in kind from the collective farms. 


In 1965 and 1966, increases in peasant incomes ori- 
ginated mainly in a big rise in the rewards — in cash and 
in kind — obtained by the peasants for work performed 
on the collective farms, since these receipts rose by some 
14-15 per cent in each of the two years. These, in turn, 
were due largely to the introduction of higher unit prices 
for deliveries in 1965 and to the record volume of grain 
deliveries in 1966; and in*both years a higher share of 
the total gross income of collective farms was distributed 
to peasants than in the past,-In 1967, on the other hand, 
the receipts from this source rose relatively less, by only 
6 per cent, whereas the registered gains in real incomes 
were to a larger extent a reflection of increased con- 
sumption of peasants’ own produce and of the ex- 
panded volume of sales on free markets, both made 
possible by higher output of animal and dairy products, 
potatoes, fruit and vegetables.7* However, for some 
time now a feature of the long-term trend has been an 
increase in the relative importance of incomes derived 
from peasants’ work on the collective farms and of social 
benefits. Between 1960 and 1965 the share of indi- 
vidual plots declined by about 10 percentage points 
whereas that оР the other two sources rose by 8 and 
5 percentage points respectively. 


* The volume of sales on peasant free markets in the towns rose 
by 11 per cent in 1967, compared with a 5 per cent growth in 1965 
and 1966. 

15 Та an article by М. Sidorova, Voprosy ekonomiki, No. 5, 1967, 
pp. 50-51, it is stated that in the 1963-1965 period, on the average, 
incomes of a collective farm family derived from work on the col- 
lective farm amounted to 37 per cent of its total income; labour 
inputs on collective farms amounted to about 60 per cent of total 
labour inputs. Conversely, incomes from individual plots constituted 
more than 35 per cent of the total income compared with a relative 
share of labour inputs of about 30 per cent. 

As put by the author: “ In this connexion attention should be paid 
to the particular character of the individual plot, the total income of 
which goes to consumption. The income derived from individual 
plots is not subject to deductions in the form of taxes for the budget; 
there is no deduction for the collective consumption fund . . . In view 
of this, income per unit of labour input from individual plots must be 
higher in comparison with collective farms, аз is now the case ”. 


‚ One by-product of the rapid gains in living standards 
in the countryside has been the narrowing of the urban. 
гига] differential in accordance with the policy incor- 


porated, and strongly emphasized, in the current. 


medium-term plan. At present, collective farmers’ real 
incomes from all sources are estimated to amount to 
approximately four-fifths of those of wage-earners.”® It 
is expected that within the next few years the payment 
for labour performed on collective farms will be raised 
on all farms to the level of earnings of the state farm 
workers.” A further shift in favour of peasants in the 
utilization of the centrally administered social welfare 
fund is expected to reduce the socio-economic and cul- 
tural differences between the town and the country- 
side. A step in this direction is the lowering of the 
eligibility age of peasants for old-age, pension by 5 years 
(from 65 to 60 years for men and from 60 to 55 years for 
women) and the introduction, also effective from 1 Jan- 
uary 1968, of some improvements in their disability 
pensions. This is expected to increase the number of 
farmers eligible for old-age pensions to 2.5 million per- 
sons in 1968, when altogether about 11 million farmers, 
out of a nationwide total of 38 million pensioners, will 
be drawing some kind of state pension.”® 


In nominal terms, average monthly wages of workers 
and employees rcse from 99 roubles in 1966 to 
103 roubles in 1967, or by about 4 per cent, a rate 
similar to that registered in the preceding year, but 
markedly below that in 1965 (see Table 20). If social 
security payments and the various benefits derived from 
state expenditure on health and education are taken 
into account, the resulting overall monthly income per 
wage-earner rose from 134.2 to 139.5 roubles, i.e. mar- 
ginally less than average wages.®° The differences in 


76 М. Lagutin in Ekonomika selskogo khozyaistva, No. 3, 1967. 
According to A. Yemelianov (Ekonomicheskie nauki, No. 9, 1967, 
p. 53) average monthly receipts of peasants from collective farms 
amounted to 51.3 roubles in 1965, compared with average monthly 
wages of 73.6 roubles on state farms and 103 roubles in industry. 


77D. Polianskiy in Kommunist, No. 15, 1967. This development is 
being helped by a gradual introduction of guaranteed wages for col- 
lective farmers. According to the same source, guaranteed payments 
are already in force in more than 90 per cent of collective farms, the 
necessary funds being derived partly from own financial sources and 
partly from state credits. Ibid., р. 20. However, the number of col- 
lective farmers covered is probably still well below the figure of 
90 per cent. See also section 3 above on agriculture. 

78 In 1965 this gap was still large, the per capita benefits of workers 
and employees being more than twice those of collective farmers: 


Population Social welfare Per osc! Heh hack 


#77; un un 
(Millions) (Billion roubles) — (Roubles) 
Total population .....- 230.5 41.5 180 
Workers and employees . . 174.0 36.1 207.5 
Collective farmers ... - 56.5 5.4 95.6 


Source : Estimated on the basis of data provided by Lagutin, op. cit, 


79 In the article cited above, Mr. Polianskiy argues strongly that 
further redistribution of household income in favour of agriculture 
need not involve transfers of funds from other sectors. 


8 In the leading article in Sotsialisticheskiy trud, No. 3, 1967, 
L. Mishin wrote: “ The employment income of all workers, including 
manual workers, employees and collective farmers, will increase 
during the Five-year Plan (1966-1970) by 40 per cent. Ву an арргох!- 
mately similar margin — not less than 40 per cent — will increase 
the volume of pensions and benefits derived from the social welfare 
fund. Consequently, the new Five-year Plan does not foresee any 
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trends in nominal and real incomes in 1965 and 1966 
imply some increase in the cost of living of these years, 
roughly of the order of 2-3 per cent,8% 


The 1967 level of prices is not as yet known, but the 
reported significant overfulfilment of targets for the 
growth of money incomes of the population (see below) 
might have exercised some pressure on prices in the free 
peasant markets and, possibly, some services. 


The gradual implementation of those parts of the 
economic reform concerning the expansion of material 
incentive funds in individual enterprises must have 
played some role during the last two years in the growth 
of total earnings of wage- and salary-earners, particu- 
larly in industry. Another contributory factor during this 
period was the upward adjustment of basic wage rates 
affecting some 4.5 million workers and employees in the 
food and timber industries. 


The year 1968 should witness some acceleration in the 
growth of average wages, which are planned to increase 
by 6 per cent. This will be brought about by several 
measures, including a 15 per cent wage increase to be 
granted during the first half of the year to some 1.5 mil- 
lion machine-tool operators, mostly in machine-building 
and metal-working branches, and a substantial improve- 
ment, ranging from 15-30 per cent, in earnings of about 
1 million workers and employees in the Far East and 
north European regions, employed in such fields as light 
and food industries, health, education and public ser- 
vices. The latter measure is related to the plans for the 
improvement in the social infrastructure in these regions 
and the concomitant need for reinforcing manpower 
stability. Moreover, effective from 1 January 1968, the 
statutory minimum wage is to go up from 40-45 roubles 
to 60 roubles per month for workers and employees in 
all sectors of the national economy, including state 
farms. A jump of this size in the wages of the lowest- 
paid workers will make it necessary also to revise the 
basic rates in the second and third wage-rate grades of 
workers, but it is nevertheless expected that—at least 
for some time — the net effect will be some narrowing of 
the spread of earnings among wage-earners and some 
reduction of the average income differential between the 
lower- and the higher-paid industrial branches 81 And 
this tendency will be accentuated by the decreed 25 per 
cent reduction in income-tax in the 61-80 roubles (per 
month) income bracket. 

Total money incomes of the population are reported 
to have risen by 18 per cent over the two years 1966- 
1967, substantially above the sums foreseen by the Di- 


significant changes in the shares of income from work and of that 
from the social welfare fund in total incomes of population ”. He 
justifies this policy by the need to strengthen the material interest of 
workers in the improvement of quantitative and qualitative results 
in their work. 

80b However, in 1965 the state retail trade price index dropped 
fractionally, from 141 to 140 (1940=100). 

81 Increases in wage-rates in medium-income groups are antici- 
pated “ in the next few years ” according to Mr. Volkov, Chairman 
of the State Committee on wages and employment (Soviet News, 
3 October 1967). Moreover, it is likely that the incidence of the 
premia distribution from the expanding incentive funds will fall 
relatively more heavily on higher income and skill grades, somewhat 
offsetting other influences. 


rectives of the Five-year Plan.®? This contingency was 
met, in the first instance, by an accelerated growth of 
retail trade, the volume of which rose by 8.7 per cent in 
1966 and by 9.4 in 1967, compared with a 7.4 per cent 
annual increase planned. Greatly improved deliveries of 
goods to consumer markets were possible due to the 
excellent performance of agriculture in 1966 and the 
maintenance of the high level attained in that year in 
1967, and to an above-plan expansion of consumer- 
goods output in both years: in 1966 the light industry 
did particularly well, showing a 9 per cent growth, 
whereas in 1967 both this and the food-processing 
branch excelled, the output of the former rising by 11 
and the latter by 7 per cent. Moreover, the output of 
household durables grew by 15 per cent last year, and 
marked improvements in the provision of paid services 
(such as repairs, laundries, service stations, etc.) also 
contributed to a widening of outlets for consumers’ ex- 
penditure. Another source of expanded sales, and one 
which stood in sharp contrast to past experience, was 
the run-down of the accumulated stocks of consumer 
goods (see Tables 21 and 22). Some slow-down in the 
rate of build-up of “unsaleable” goods could also be 
expected as a beneficial result of the new reform of the 
management system, one of the main objectives of which 
was a better adaptation of the pattern of supply to that 
of demand. The actual decline in stocks, on the other 
hand, could have been caused — at least in part — by the 
inrush into the market of less fastidious buyers, particu- 
larly from the countryside, following the boom in farm 
incomes.® 

Finally, the above-plan expansion of money incomes 
was reflected in a rapid increase in the volume of saving 
deposits. These have risen on the average by about 
20 per cent since 1965, compared with a rate nearer to 
10 per cent in the preceding years. In 1967, the incre- 
ments in savings amounted to about 3 per cent of the 
total household income and the amount of the saving 
deposits was equivalent to more than 20 per cent of the 
value of retail trade. As in 1966, savings probably grew 
faster in the rural than in the urban areas (see 
Table 24). 


Per capita total real incomes of the population are 
planned to increase by 6.9 per cent in 1968. With total 
money incomes expected to rise in that year by some 8- 
10 per cent,®* the avoidance of excessive demand may 
pose some problems. The volume of retail sales should 


82 The excess amounted to 5 billion roubles in 1966 and to 6.5 bil- 
lion roubles in 1967, or — very roughly — to about 3-4 per cent of 
total money incomes in each year. 


83 Writing on the theme “Why are goods unmarketable? be 
Komsomolskaya Pravda (9 September 1967) stated: “Trade organiza- 
tions have been fulfilling their plans better this year than ever 
before. This is due to many circumstances, but the chief factor is that 
the purchasing power of the public has increased .. . Although we 
may rejoice in the impressive figures of sales we should not be 
hypnotized by them ”. 


84 The 6 per cent target for the average wage increase means that 
the total wage bill, which accounts for about 70-75 per cent of total 
money incomes of the population, will rise by some 9-10 per cent. 
The receipts of peasants from collective farms (less than 10 per cent 
of total money incomes) are planned to increase by 5.6 per cent, but 
the various improvements in social security schemes foreseen for 
1968, coupled with an increase in the number of beneficiaries, should 
га1зе the amount of social benefits by more than 10 per cent. 


TABLE 21 


Stocks of selected commodities in retail trade in 
the Soviet Union 


In turn-over days 


POGUE ча. SS eee ag 45 53 53 
Non-food ао © +! 127 164 145 131 
of which: 
cotton textiles ..... 69 158 201 210 
woollen textiles .... 131 2861 227 168 
clothing and linen .. . 108 170 130 112 
SHOCS wae ue Ps О 146 150 118 94 
bicycles and motorcycles | 118 163 163 149 
Ве Dicuss, aes 224 253 218 172 
sewing machines... . 45 377 227 167 
О se, ee ee 67 80 65 67 
furnitures. ese 22 45 38 31 


Source : Vestnik statistiki, No. 12, 1967. 


be up by 7.8 per cent ®° and will rely largely on an 
accelerated increase in the output of consumer goods 
(Group B) which is to grow by 8.6 per cent. This rate is 
not only high but — for the first time since 1946 — И is 
higher than the one foreseen for the expansion of pro- 
ducer-goods industries (7.9 per cent).°° The main signi- 
ficance of these figures is that they are symptomatic of a 
shift in the order of priorities of the Soviet planners. 
Indeed, as Mr. Brezhnev said in October 1967 at the 
meeting of the Supreme Soviet: “The substantial ac- 
celeration of the growth of living standards of the popu- 
lation is the main feature of the national economic plan 
for 1968 and the plans for 1969 and 1970.” 87 In this 
economic climate, the targets for production of consu- 
mer goods have a better chance of being met than in the 
past and the problem to be faced is perhaps one of 
quality rather than of quantity. On the other hand, the 
envisaged increase in agricultural output by as much as 
7.4 per cent introduces more uncertainty, particularly in 
the livestock and animal products sectors, given some 
setbacks in the production of grain and some fodders in 
1967. Owing to the recently reinforced links between 
output and income, an underfulfilment of the output 
plan would also lower peasant income in relation to the 
original expectation. The impact of this stabilizing fac- 
tor on general equilibrium is likely, however, to be only 


85 According to Sovetskaya torgovlya, No. 12, 1967, the value of 
total deliveries to the market will increase by 9.4 per cent. The sub- 
sequent issue of this journal (No. 1, 1968) reported that the original 
targets for output of consumer durables have been revised upwards, 
and that the volume of retail trade was now expected to go up by 
9.5 per cert. This new target seems more consistent with the trend 
in money incomes of the population. 

8в The only exception to this rule applied throughout the planned 
era of the Soviet Union was the year 1937, and the reconversion 
period of 1945-1946 when the output of producer goods (including 
military equipment) actually fell. 

87 Pravda, 11 October 1967. 
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TABLE 22 
Retail trade sales and stocks in the Soviet Union, 1956 to 1967 


j Percentage change 
г В = Retail trade sales 
| $ = Stocks 
Е 1956-1960 — 1961-1964 ее Я soot! 
mmodity Авава! averages | ations я 
All commodities. ........ R 10 5 9 8 9 
5 13 9 3 1 
РОО в. а, .. ое R 12 7 8 7 
5 17 8 26 8 
к о oa 2 E R 8 3 10 2 
5 12 9 —5 7 6 
И ее. В 5 =§ 3 2 Si 
5 14 9 = =) 
Е of which: 
Sille textiles ss ОО ЗА R 13 —3 4 3 4 
$ 8 2 =) ay 
Woollen textiles) 2.252) a.) к. R 15 —6 9 —2 —- 
5 43 12 НИ) —27 
Clothing andlinen ...... R 15 3 9 5 13 
5 19 14 —18 —9 
ОБО Рае. 1: R 23 7 11 10 12 
5 27 9 = 13 =i. 
Bicycles and motor-cycles R 11 8 11 9 4 
5 5 18 7 1 
ву р ее. САСОРИ В 12 —4 1 5 5 
$ 32 = 14 — 16 ws 
Sewing machines ....... R 15 =i 'i| i) —9 —15 
5 37 39 — 38 —34 
SEES LOSS оо ое Lie = R 14 16 1p) 15 3 
5 12 24 —6 18 
PMMA ote = te 26: R 24 13 10 9 10 
5 10 37 —16 —13 
Katchen hardware’; ; г... В 2 — 12 6 
$ 2 Е —2 —7 


Sources : Statistical yearbook 1965; Vestnik statistiki, No. 12, 1967; plan-fulfilment report. 


very partial since the reduced peasant demand would be 
mostly felt in the non-food markets where the strains on 
supplies are not very strong anyway, whereas the dimi- 
nished output would put additional pressure on food 
supply in the towns. 


(ii) The pattern of retail trade 


As in the two preceding years, the volume of sales in 
the state and co-operative trade moved up in 1967 some- 
what faster for the non-food than for the food categories 
of products. Among the latter, the fastest increases oc- 
curred in meat (together with meat products), milk, eggs, 
fresh fruit and vegetables, the sales of each having risen 
by at least 10 per cent ; the deliveries of butter, however, 
have remained almost stationary for the second year 
running (see Table 26). As in the preceding years, the 
sales of most consumer durables led the market in 1967, 
but the tempo of expansion slowed down appreciably 
for washing machines and television sets, partly due no 
doubt to some slackening of demand in a nearly satu- 
rated market. Some radical improvement in quality and 


attractiveness, e.g. a supply of fully automatic washing 
machines, would be needed to reverse the trend. On the 
other hand, some revival of demand for textile fabrics 
has occurred, associated with a further growth in popu- 
larity of ready-made clothing; and sales of passenger- 
cars jumped by 20 per cent, heralding the initiation of 
new policies in this field. In 1968, deliveries to the 
market should increase by 8.3 per cent for foodstuffs 
and 10.8 per cent for non-food articles, and a further 
improvement in the quality of the diet is postulated ; 
thus the sales of fruit and vegetables are planned to rise 
by 13 per cent and those of animal products by 11.9 per 
cent. Among non-food items, demand for textiles (both 
fabrics and ready-made clothing) is expected to liven up 
and sales ought to increase by 10.5 per cent; sales of 
refrigerators are planned to rise again by about a quar- 
ter on the 1966 level, and those of television sets by 
15 per сеп!.88 

Two features of the development in Soviet domestic 
trade markets need to be noted. First, as a consequence 


— в Sovetskaya torgovlya, Мо. 12, 1967. 


TABLE 23 
Average wages * and incomes in eastern Europe, 1963 to 1968 (Plan) 


Country and income category 


Bulgaria 


Nominal wages [ (Per wage-earner) 3 
Cost of living (Per wage-earner) 2 
Real wages (Per wage-earner) 1 
Real incomes of wage- 

earners © (Per capita) 1 
Real incomes of peasants¢ (Per capita) 9 

Czechoslovakia 
Nominal wages (Per wage-earner) — 0.1 
Cost of living (Per wage-earner) 0.5 
Real wages (Per wage-earner) — 0.6 

Hungary 
Nominal wages (Per wage-earner) 3 
Cost of living (Per wage-earner) —1 
Real wages (Per wage-earner) 4 
Real incomes of wage- 

earners 4 (Per capita) 8 
Real incomes of peasants @ (Per capita) 7 
Real consumption of peas- (Per capita) 3 

ants @ 

Eastern Germany web. 
Nominal wages ¢ (Per wage-earner) 1.7 
Cost of living (Per wage-earner) 0.1 
Real wages ¢ (Per wage-earner) 1.6 

Poland 
Nominal wages (Per wage-earner) 4.8 
Cost of living (Per wage-earner) 2.3 
Real wages (Per wage-earner) 2.4 
Real consumption income 

of peasants 7 = 2 

of which: money incomes .......5668 8 —2 

Rumania 
Nominal wages (Per wage-earner) 6 
Cost of living (Per wage-earner) 1% 
Real wages (Per wage-earner) 5 


Percentage change from preceding year 


г. 2 5 85 
Е ее: 1 a oe О 
2 3 5 
4 2 9 
=. 12 Я) . . 
2.9 2.3 2.6 5.5 2.5 
0.4 1.2 0.3 1.5 
2.4 1.2 2.3 3.9 
4 1 3 3.5-4 * 
1 1 1 0.5-0.7 eo Be 
3 — 7 3-3.5 1.0-1.5 1.5-2.0 
6 — 5 5 2.5-3.0 3-4 
7 —3 7 8-9 ij. eis 
6 Z 5 6-7 3.0 3-4 
2.9 3.8 2.0 

—0.2 0.1 — 
3.2 39 2.0 
3.1 2.6 4.5 ca. 4 3.4 215 
1.0 2.6 1.2 1.5 
2.1 == 3.3 са. 2.5 
5 5 5 . . 
5 10 7 
4 7 6 3* .. 
2* 1* _* ee ot wa 
2 6 6 и ve 3 


i 


Sources : National statistics, plans and plan-fulfilment reports. 


@ Unless otherwise stated, “ wages” refer both in the tables and in the text to 
wages and salaries, and “ wage-earners ” to wage- and salary-earners. 

> Industry only. 

© Including presumably the material cost of state-rendered services. 


of the differential trends in household incomes described 
above, turnover in rural areas has been expanding 
faster than in the towns, as can be seen from the fol- 
lowing figures : 


Trade turnover in roubles per capita 


Towns Villages а valley les 
1950 382 79 4.8 
1960 560 175 a2 
1966 688 245 2.8 


Source ; Sovetskaya torgovlya, No. 11, 1967, p. 20. 


@ Excluding the value of unpaid services rendered to population. 

€ Workers and employees in the socialist sector of material production. 
Incomes from agricultural activities, including income spent on non-productive 
investment and increase in cash-holdings. 


Naturally, peasants make their purchases in the towns 
as well and it is also known that a part of the increase in 
peasant demand has been due to the process of monetiz- 
ation of their incomes, i.e. to the tendency to replace 
their remuneration in kind by that in cash. Nevertheless, 
the observed expansion of rural trade and the trade 
network has been clearly symptomatic of the rise in the 
living standards in уШарез.89 


89 According to the directives of the current (1966-1970) Five-year 
Plan, turnover ought to increase by 50 per cent in the rural areas 
compared with about 40 per cent in the towns. Lagutin, op. cit. 


TABLE 24 
Saving deposits in eastern Europe and the Soviet Union, 1963 to 1967 


Percentages 


Increment in | Value of saving 


Е 1964 | i deposi 
р ты 1965 1966 1967 ere = use (en 41967) я 
| Percentage increase from previous year of retail trade | Percentage of 
я in that year retail trade 
| in that year 
к ь 
В... ; : j 17.6 46 
| Czechoslovakia 10.1 13.2 14.0 10.9 14.2 37 
Eastern Germany 10.0 155 14.3 12.0 9.8 70 
Hungary ..... 39.6 36.8 19.6 14.9 7 24 
Polandiates. «Atco 32.2 22.6 21.0 РД) 21.1 23 
Soviet Union 22.4 22 
of which: 
Urbah 2 се 20.9 


Lets ty i . | 26.7 


Sources : National statistics and plan-fufilment reports. 


Secondly, as already mentioned, the upsurge in in- The reversal of past trends in stock formation, which 
comes, particularly in peasant incomes, has been largely occurred in 1965 and 1966, and most likely continued 
responsible during the last few years for the reduction in into 1967, was striking. Among the non-food items taken 
trade stocks, which had previously been considered ex- as a group, thete was only a slight decline in 
cessive for a number of commodities. In this connexion _ stocks. But the rates of de-stocking were quite sub- 
the trends revealed by the data in Table 21 are of great stantial in these years for a number of commodity 
interest. They show that in terms of “turnover days” groups such as sewing machines, furniture, ready-made 
(annual average value of stock multiplied by 360 and clothing, shoes and watches. Textiles inventories also 
divided by volume of trade during the year) retaii trade fell somewhat and sales of textiles picked up after 
inventories rose fast between 1960 and 1964, particularly several years of stagnation or decline. Characteristically, 
for consumers’ goods other than food.® The year 1964 as Table 22 shows, textiles went through all three 
represented quite clearly the peak year and by 1966 the _ stages of stocks-sales Sehaviour suggested above. 

1960 stock-turnover ratios were largely restored, The impact of a steep rise in incomes in the lower 
although there were important differences among the jncome brackets on the mopping up of “unsaleable ” 
various commodities. No full year figures are as yet stocks has its limitations. Clearly, in the long run, only 
available for 1967, but the downward trend has obviously — ап improvement in the mechanism of the transmission of 
continued, since, during the first three quarters of the consumer tastes and preferences to industry, and in the 
year, the stocks represented 84 days of trade turnover responsiveness of industrial management to such stimuli, 
compared with 88 days in the corresponding period of can assure a satisfactory matching of the pattern of 
1966.31 demand and supply. Steps in this direction have already 

The process of stockbuilding of consumer goods is а been taken in the implementation of the reforms of the 
complex phenomenon usually containing a mixture of planning and management systems. 
positive and negative features which are not always easy 
to disentangle. Some light can be thrown on this ques- Bulgaria 
tion by comparing trends in stocks with those in sales, 
rather than their ratios. Such data for the Soviet Union 
are presented in Table 22.92 


The rapid growth of industrial output and the succes- 
sion of two excellent harvests made possible further 
progress in the improvement in the living standards of 


°° Tt was shown in a previous study (the Survey for 1962, Part 1 the Bulgarian population during the first two years of 
Chapter I, pp. 36-40) that the rate of stockpiling was also very high the current Five-year Plan. In 1966, per capita real 
in the late 1950s. See also Table 22. incomes of the population rose by nearly 9 per cent and, 
1 Vestnik statistiki, No. 12, 1967. judging by the reported growth of the consumption fund 
92 If sales increase briskly and stocks still more so, the conclusions by 9 per cent in 1967, they also must have risen fast in 
are rather difficult to draw: it is quite likely that necessary reserves that year. In 1966, due largely to the wage regulations 
of a marketable product are being built up. For instance, in the 
1955-1960 period this might have applied to ready-made clothing 


i Е ios, bicycles and motor- : ; < : 
ты ет о pein hein Sie Ties able erty relatively 1960 and 1964, almost all textile fab:ics were in this category, as 


little but stocks pile up faster, as was the case in the late 1950s for Well as sewing machines and, at times, watches. 

textiles, watches and sewing machines, and in the early 1960s for 838 Accumulation of above-norm stocks was reported for some 
ready-made clothing and hardware, some over-stocking may be foodstuffs, such as sugar, animal fats and fruit preserves. Sovetskaya 
suspected. Excessive stocking-up almost certainly occurs when а  Гогройуа, No. 1, 1968, р. 4. 


decline in sales is accompanied by rapid stock-formation. Between 


РОО: ая | 3.3 3.6 _ 
Non-foudist cs yes 32 не 
>. Hunga ry 1 
"Тоба = а T2508 3 
Е a ae В. 3.6 
Public catering .... ‚8.6 Dal 
обо. о. 7.1 4.0 
Poland 
о sales “ua. tate al os 4.3 8.3 
Sales in socialist sector . . . 4.7 8.9 
| Pood а 2.9 vi 
Public catering? .. . . 3.6 7.2 
Моп-оо4". 3s... 5.3 9.7 
Rumania _ 
Е ЕЕ р ts seen 8.0 7.4 
уе as yates eas 11.6 52 
Public catering .... 5.3 8.8 
а. За 6.7 7.6 
Soviet Union 
‘Totalisales oo St а 5.3 9.8 
HOOd ВЫ ея, ЗЕ ahi 8.4 
Public catering .... 9.7 4.6 
МО ое 4.8 12.3 


Sources : Statistical yearbooks, plans and plan-fulfilment reports; Sovetskaya 
torgovlya, No. 2, 1968. 


@ At current prices. 
Ь In the socialist sector. 


introduced during the year and the stability of the price 
level, real wages per wage-earner increased by 5 per 
cent, considerably above the rates registered during sev- 
eral preceding years (see Table 23). At the same time 
employment outside collective farms expanded by as 
much as 9.4 per cent and workers’ families benefited 
further from an increased number of earners, as shown 
by the reported rise in per capita incomes of nearly 
9 per cent. Peasants also fared well, their per capita real 


z 3.9 3.4 . 6.0 4.4 “i 3 
. a, > 27: ый _ 
735 10ас 3-4 72 ae 
4.3 ga a 5-6 3 
7.0 74 и? 
10.6 11 < = 7-8 
6.6 _ sw а © 57 
Gee 6.7 nif р 
8.3 ся 
7.4 10.1 
6.4 
4 9.8 9 8 
6 7.7 
12.7 Et 
12.3 41.7 
8.7 9.4 7.4 7.84 
7.5 8.5 
6.6 eS 
10.0 10.5 


с Sales to household sector went up by 9 per cent. 


@ 1+ seems that this target incorporated in the original version of the plan was 


subsequently revised to 9.5 per cent. (Sovetskaya torgovlya, No. 12, 1967 and 
No. 1, 1968.) 


incomes growing by about 7 per cent ; as is shown in the 
table below, their money receipts from collective farms 
increased relatively little considering the scale of im- 
provement in agricultural output (suggesting that an 
important part of their dues was payable in 1967), 
whereas those from sales of agricultural products rose by 
about 20 per cent. As reported in the previous 
SURVEY, cuts in prices of some currents inputs also 
contributed to the gains in real terms. 


Е 

‚ 

й 

2 

3 

a 
г” 


Sources : National statistics and plan-fulfilment reports. 


@ Deliveries to the retail trade network. » Tropical fruits included. 


© Tropical fruits only. 


@ Socialist sector. 


е First three quarters. 


Coomomiy 1965 bar ald 1967е | 1965 В 1967 1965 Sper : 1967 | 1965 ae 1967 
Е ее 1. 2 —17 1 8 11 5 
Meat products... .. . pate wag vel Us, | май а. НОВЫЙ 
ОЕ, Gas, Svcs 5 6 3 4 6 1 6 6 4 5 7 6 
п Bear tt ОЕ = pa 1 15 12 13 4f 67 6 5 — р 
Е рен 5 8 4 и 3 5 10 14 16 16 9 12 
НЕЕ Зее. Sat oulitece 9 =" —7 5 м zy fi = 9 8 18 7 4 
EER cae oid: Bags! —6 5 7 =5 3 1 49 11 37 8 12 
Fresh fruits ....... nat 7 —18 44 45 17 18 10 
Fresh vegetables ..... me 5 7 5 6 = — 3 12 
Woollen fabrics ..... 17 6 7 5 1 о 9 3 9 1 — 
Cotton fabrics ...... 12 —9 aS = 12 6 5 3 = 4 5 
а... 38 2 5 — ay 1 4 5 4 7 4 
Ready-made clothing ... =f 3 7 12 3 5 5 15 13 9 8 13 
БОЕ ра аль =. 2 3 4 6 5 5 14 5 10 11 12 
о eet 2 27 —5 18 Я 4 6 8 4 
Motor-cycles and scooters . | —27 39 16 6 —11 =9 tt a rsa 8 4 5 
Washing machines .... 6 18 -9 —3 =3 =3 3 5 9 22 12) 9 
Refrigerators ...... 43 33 12 32 19 14 19 10 2 49 35 24 
Sewing machines ..... —21 13 oF —18 9 af = | 37 ae —10 —15 
Vacuum cleaners ..... 29 =i) 1 8 19 3 7 15 12 15 
с SOEs amines —6 27 at 35 Pe — 11 8 5 
Motorcars 0 soe. бо 14 57 67 56 3 a & Ae St 7 20 
МЕ ma Ve =10 49 =1'5 10 17 12 2 19 Ss 8 —1 3 
Television sets ...... 27 10 21 —3 19 =6 33 42 2 26 16 3 
Furniture ........ 3 7 12 17 9 12 3 15 10 9 10 


7 Including margarine. 


The 1966 data show that the population’s total pur- 
chases of goods from the state and co-operative network 
rose by about 6 per cent (at current prices) but fell far 
short of the growth of total money incomes, the latter 
exceeding the 10 per cent rate. However, expenditure on 
services rose quite fast and the larger tax collections and 
credit repayments appear to have absorbed some of the 
excess purchasing power. Of still greater impact was a 
marked increase in saving deposits (by about 18 per 
cent). The resulting net increment in savings was 40 per 
cent above that of the preceding year; and it is most 
likely that cash-holdings also rose steeply, adding to the 
weight of effective demand in the following year. 


Bulgaria: Money incomes and expenditure of the population 7 


Percentage Srruciure 


increase over preceding year 
1964 1965 1966 1967 1966 

Totalincomes...... 5.7 10.0 10.5 10-12* 100.0 
Wages and wage-like pay- 

WMents! С 8.9 14.2 13-15* 53.1 
Money incomes from col- 

lective farms ..... —16 5952.6 20.3 
Receipts from sale of agri- 8-10* 

cultural products . . 49.6 55.2 19.7 
Pensions; Geese i 8.3 8.4 8.7 7.8 
Social allowances . . — 11083 7.4 3.1 
Оо о а 14.5 41.3 9.8 3.4 
Other receipts ..... 10.7 90 9.1 8.5 
Expenditure... ts. « 5.7 10.0 10.5 10-12* 100.0 
Purchase of goods 8.1 7.6 5.9 12-13* 70.3 
Payments for services . . 9.6 12.9 11.6 10* 12.0 
а 5 о во 6 9 NaS 8.8 
Repayment of credits 5.7 33.4 49.8 275) 
Increment in saving depo- 

Е о eee cae — 16:8 74.39.9050 6.2 


Source : Direct communication from the Government. 
@ Excluding transactions within the household sector. 


At the time of reporting, only fragmentary data are 
available on trends and patterns of incomes in 1967. The 
important wage regulations introduced in the summer 
and autumn of 1966 had only a partial effect in that year 
and therefore exercised a strong impact on 1967 wage 
levels ; apparently about 300 million leva (or more than 
10 per cent of the total wage bill in 1966) was allocated 
for this purpose. According tc data covering 11 months 
of the year, average nominal wages in industry were 
almost 8 per cent higher than in the corresponding 
period of the preceding year and, since the industrial 
labour force expanded by 4.9 per cent, the industrial 
wage bill must have risen by some 13-15 per cent; the 
figure for the total wage bill was probably not signifi- 
cantly different.°* Agricultural output improved little in 
1967 on the excellent results of the preceding year, but 
peasants’ revenues were augmented by the introduction 
of special premia for above-quota deliveries, by im- 
provements in social pensions, made effective in Septem- 


3 Health and education were the two main sectors in which wage 
rates were revised in mid-1966; these were also the fields of activity 
strongly affected by the expansionist employment policy incor- 
porated in the current long-term development plan. 


ег, 5 


day dividends accrued in the preceding year but cashed 
i 1967 ideas 
There are grounds for believing that total money in- 


come rose steeply again in 1967, certainly by more than 


10 per cent and probably by not much less than 15 per 
cent, posing some problems of market equilibrium. 
These were further aggravated by some rush on con- 


and — it seems — by the payment of the labour- 


sumer markets resulting from the expected price in- 


creases, to come into effect at the beginning of 1968. 
The resulting pressure of demand was largely met 
through increased supplies of consumer goods, the vol- 


ume of retail trade expanding by the unprecedented rate _ 


of 11.5 per cent — 2.5 per cent above the already ambi- 
tious plan target. Demand was particularly high to- 
wards the end of the year, when sales were up on the 
corresponding months of the preceding year by as much 


as 14 per cent.®* Consequently, the saving ratio was 


about one-third less than in the preceding year. 


Supplies of foodstuffs such as meat and dairy products 
improved significantly, though at a slower rate than in 
1966, but those of fresh fruit and vegetables declined 
(see Table 26); however, a real boom seems to have 
taken place among consumer durables and household 
equipment. A 20 per cent increase in sales of furniture 
and washing machines and a growth of around 40 per 
cent in sales of television sets and refrigerators were 
particularly indicative of the consumers’ spending spree. 
But demand for clothing, woollen textiles and shoes was 
also very high ; and sales of passenger-cars again rose by 
nearly 50 per cent, making a dent in the waiting list 
which seems to include nearly 100 thousand names. 


A marked expansion of output in light industry 97 
and in engineering branches producing consumer durables 
was largely responsible for the high volume of deliveries 
to the market, aided probably by some improvement in 
imports of consumer goods accompanying the reported 
increase in all imports by 6 per cent. But perhaps a more 
meaningful development illustrating the supply/demand 
situation in 1967 was the actual decline in the volume 
of retail trade stocks. Only 9 months’ data are available 
but they indicate that the past upward trend in stock 
accumulation was not only halted but even reversed 
during the year.: 


Stocks in retail trade (end of year or quarter figures) 


(Million leva) 
1967 quarters 


I п ш 
353.0 411.2 469.0 521.1 569.5 617.0 609.7 599.6 605.7 


Source : Statisticheski Izvestia, Мо. 11, 1967. 


1961 1962 1963 1964 1965 1966 


The anticipated growth of national income in 1968 by 
more than 10 per cent, and the plan target of an 8.5 per 


*° On 1 September 1967, farmers’ pensions were raised by 10 leva. 
Rabotnichesko delo, 24 June 1967. 


we Statisticheski Izvestia, No. 11, 1967. The value figures may have 
been even higher as some upward movement of prices was not 


unlikely; but no details on price levels in 1967 have as yet been 
published. 


°7 The following increases in output were reported: clothing 
22.9 per cent, textiles 8.5 per cent, leather and footwear 14.8 per cent 
and glass and ceramics 21.5 per cent. 


increase in the volume of trade, indicate an ехрес- 
п of a further upsurge in consumption standards in 
е forthcoming year. At the same time, the considerable 
creases foreseen for retail prices of foodstuffs (particu- 
tly meat and some dairy products) and of some non- 
Ч commodities 38 should help to steady both the 
erall and the specific supply/demand balances. As 
entioned in section 3 above, retail trade price increases 
of some foodstuffs will be to some extent transferred to 
the producers, thus contributing to an increase in 
‘peasant incomes next year.°® 


_ The impact of price rises on the lowest incomes will be 
Moderated by an annual compensation of 60 leva 
granted to wage-earners with an income below 250 leva 
a month and one of 36 leva to pensioners with a 
pension below 200 leva a month. The latter will also 
benefit from an increase in pension minima by some 
15 per cent (which will affect about 250 thousand pen- 
-sioners). Moreover, plans have been announced for соп- 
siderable improvements in family allowances, to come 
into effect at the beginning of 1969: children’s allow- 
ances will then amount to 5 leva for the first child, 15 
leva for the second child, 35 leva for the third child 
with —it seems—a 5 leva increment for each addi- 
tional child. The improvements are more than propor- 
tionate for large families and their purpose is, among 
other things, to encourage child-bearing, a measure called 
forth by the decline in the birth-rate from around 
2 per cent in the mid-1950s to less than 1.5 per cent in 
1967.1° In 1968, workers and employees will also benefit 
from a reduction of the working week from 46 to 
42.5 hours to be introduced gradually during the 1968- 
1970 period accompanying the introduction of a five-day 
working week. 


Czechoslovakia 


In Czechoslovakia personal consumption rose by 
4 per cent in 1967 and collective consumption on wel- 
fare purposes was reported unchanged at the 1966 
]еуе!.101 As population grew by 0.5 per cent, the pace of 
progress in the real per capita income of the population 
can be estimated at some 3-4 per cent in 1967, slightly 
below the rate achieved in 1965 and 1966, but one which 
compares favourably with that recorded during several 


8 Prices of clothing, woollen and linen textiles, china, furs and 
leather are to go up. This will be somewhat offset by price cuts in 
synthetic fibres, nylon stockings, rubber footwear and, among: 
foodstuffs, of sugar and confectionery. 

°° The increment was estimated at 55 million leva or around 
4 per cent of peasant money incomes in 1967. 

100 Rabotnichesko delo, 31 December 1967 and 10 January 1968. 
Also maternity grants are to be raised steeply, particularly for 
higher birth parity. At the same time the bachelors’ and childless 
couples’ tax will be increased from 5 to 10 per cent. The new scheme 
for children’s allowances seems to dispense with the previous system 
introduced only a few years ago, which differentiated the rates 
according to combined family income. 

101 Total state expenditure on social welfare rose quite considerably 
at current prices (by some 8-9 per cent) but this was largely due to 
wage increases in health and education. Nevertheless, the service- 
inclusive concept of national expenditure and of consumption would 
certainly show a higher rate of expansion than the “ material 
aggregates. 
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preceding years.‘°? However, two features contrasted the 
evolution of income policy in 1967 with the principles 
operative previously. First, the implementation of the 
initial stages of the economic reform seems to have 
succeeded in slowing down the excessive growth of 
employment. Thus the non-agricultural labour force 
grew by only 1.4 per cent, 1.1 per cent in industry and 
2.1 per cent in the non-productive sphere.1% This per- 
mitted a considerably faster rate of improvement in 
average wages than in the past, the latter increasing by 
about 5.5 per cent in nominal terms and contributing 


ee 80 per cent of the total increment in the wage 
1.104 


The second characteristic of the income policy related 
to the general objective of the economic reform was a 
more flexible approach to controls of consumer prices. 
As a result of measures introduced in 1966, about 23- 
25 per cent of the retail trade turnover consisted of 
goods the prices of which were freed from central con- 
trols. However, the expectation of the unfavourable 
impact on the cost of living of the forthcoming reform of 
wholesale prices caused the authorities to reduce the 
share of freely-priced goods to 13 per cent before the 
end of the year. This step was the more necessary since 
the impact of price increases on some foodstuffs and 
services decreed in October 1966, together with some 
price fluctuations occurring during the year, raised the 
cost of living of wage-earners by 1.5 per cent in 
1967." 


Finally, the greater independence accorded to enter- 
prises with regard to the formation and distribution of 
profits and wages (the “gross income” of the enter- 
prise) led in the first half of 1967 to some disproportions 
in the relative movements of wages and labour produc- 
tivity, necessitating some retroactive measures limiting 
the expansion of earnings. Over the year as a whole, 
industrial productivity was reported to have increased by 
5.5 per cent against a 4.8 per cent rise in average wages, 
but during the first half of the year the corresponding 
figures were 4.3 and 5.0 per cent гезресйуеу. 106 


The pattern of changes in money incomes and ex- 
penditure of population during the last few years is 
illustrated in the text-table below. It will be seen that 


102 According to final accounts, personal consumption rose by 
5.1 per cent in 1965 and 5.4 per cent in 1966, with collective con- 
sumption on welfare purposes increasing by about the same margin. 

103 Manpower losses in agriculture were smaller than before, 
amounting to 24,000 over the two years 1966-1967, but were largely 
concentrated on men, contributing to a further deterioration of the 
sex-structure. For some time now an increase in the supply of young 
men has been aimed at in agriculture. 


104 Оуег the period 1956-1960 the contributions of average wages 
and of employment were about equal, whereas in 1961-1965 the 
share of employment exceeded 60 per cent, see Incomes in postwar 
Europe, op. cit., Table 7.14. 

105 Prices of fresh vegetables rose by 8 per cent but those of fruit 
fell by 4 per cent. A further increase, of 3.9 per cent, was registered 
in public catering, largely the delayed effect of price increases of 
meat and beer decreed in the fourth quarter of 1966; and the price 
level of repair services showed a further increase by 2.2 per cent. 
Hospodarské Noviny, Мс. 5, 1967. 

106 See section 6 below for a fuller analysis of the progress in the 
economic reform in Czechoslovakia and its impact on consumer 
markets in 1967. 


total money incomes rose in 1967 by 7.3 рег cent, signifi- 


cantly faster than in the preceding years and markedly 


above the plan target of 5.3 per cent. The gap between 
expectation and fulfilment was particularly wide with 
regard to agricultural incomes, the expansion of which 
was due to gains in output in 1967, but probably still 
more to the record harvest of 1966.107 Receipts from 
social security schemes were 5.3 per cent up on 1966, 
due mainly to an accelerated growth of the pension 
fund : average old-age pensions increased by only about 
1.5 per cent, but the number of pensioners — due princi- 
pally to demographic factors —by 3.5 per cent. The 
increased cost of living reflected unfavourably on the 
real value of social benefits, and the real income differ- 
ential widened between families with many children and 
dependants and those with few or no children or 
dependants. 


Czechoslovakia: Money incomes and expenditure of the population 4 
(Percentage change over preceding year) 


1964 1965 1966 1967 1767 
Intomese Pe. Ses. eee es es 5.8 6.7 бб .3 5.3 
Маре fund S20 ses: ene eet 5.235 2:5:2 2 5:4 7.0 55.3 
Income from agricultural acti- 

WitleS ЕЕ 2 15:2, 25. 40...88 43 
Social Бепейв........ ОЕ А.Л BAS et Se Sees 5.2 
PENSIONS get кора aces 4.9 53 6.3 6.6 BA 

Sickness benefits. .... . ей eld 2.6 
Expenditure 
Retail trade (value) ..... 25 5.0 4.5 6.5 5.5 
ее 5.711510. =46:8 = 12:8 95338 
о oe ose 135 12:5-11.02--—9:9 
Increment in saving deposits. . 44.9 20.1 —11.6 447 


Sources : Direct communication from the Government and plan-fulfilment 


ort. 
@ Excluding transfers within the household sector. 


The comparison of income and expenditure data sug- 
gests that the fast and above-plan growth of money 
incomes of population was not fully matched by the rise 
of current expenditures. The value of retail trade rose 
by as much as 6.5 per cent, but, to quote the report on 
plan fulfilment, “the increased incomes of population 
were not entirely counter-balanced by the supply of 
industrial consumer goods of required quality and as- 
sortment, and—in some cases—of demanded quan- 
tity”. The slow expansion of paid services was again 
disappointing, and failed to provide a natural outlet for 
expanded шсотез.108 In the circumstances, the end-year 
value of personal savings rose by 14.2 per cent and their 
increment was about 50 per cent above that of the 
preceding year (following some decline in 1965), and 
Ши to nearly 5 per cent of the value of retail 
trade. 


Nevertheless, compared with several preceding years 
the rate of sales expansion was higher in 1967 and there 


7 would seem that a large part of payments from collective 
ip resulting from the 1966 harvest was actually distributed in 


ae The value of such services rose by 2.8 per cent, hardly more than 
their cost. 


was a further desirable change in the structure, away 
from food and towards industrial products. The diffe- 
rence between the increase in deliveries and sales (6.1 — 
a welcome, — 


г и 


and 6.5 per cent respectively) also suggests пе, 
though slight, drop in the volume of trade stocks which 


contrasted with a considerable expansion of stocks of 
finished products in industry. Some shortages of better — 


quality foodstuffs were reported, such as, for instance, 
vegetables (in spite of a 6 per cent increase in sales), ham 
and some beer ; and among industrial products demand 
was unsatisfied for, inter alia, furniture, building mate- 
rials and television sets. Sales of ready-made clothing 
increased sharply (by some 8-9 per cent) whilst their 
deliveries declined, indicating some attenuation of the 
stock problem. Among textiles a vigorous demand was 
noted for woollen fabrics. Nearly 64 thousand passenger- 
cars were sold, 30 per cent more than in the preceding 
year, but the waiting list remains long.’ 


Thus the situation in consumer markets presented a 
mixed picture in Czechoslovakia in 1967 in which a 
noticeable progress in incomes, still more in average 
incomes, was somewhat thwarted by the slow adaptation 
of the consumer-goods industry to the tastes and prefer- 
ences of the consumers.!!° In this domain, the beneficial 
effects of the current economic reform have still to show 
some tangible results. The impact of this reform on 
future trends in living standards and on the behaviour of 
factors underlying these trends will also depend to a 
large extent on the new pattern of consumer prices as it 
emerges from the final revision of the existing price 
system. It is still hoped that the unavoidable fluctua- 
tions in consumer prices will be to a certain extent 
compensatory, and a maximum limit of the cost-of- 
living increase of 1.5 per cent per year has been laid 
down. On this basis, the average real wage is expected 
to grow by 2.8 per cent a year during the remainder of 
the current Five-year Plan. It is notable in this con- 
nexion that the target for an increase in personal con- 
sumption by 10 per cent over the whole period of the 
plan has already very nearly been met, and is now raised 
to 16-17 per cent. Other income policy objectives shortly 
to be implemented include the extension of health insur- 
ance to members of agricultural co-operatives, lengthen- 
ing of maternity leave, increased pension benefits and a 
further shortening of the working week, which was re- 
duced to 44 hours for most workers in 1967. 


Eastern Germany 


As in 1966, per capita real incomes of population rose 
in eastern Germany by around 4 per cent, in line with 
the postulates laid down in the current long-term devel- 
opment plan. Few details have as yet been revealed 
concerning the components of this growth, but it would 
seem that both the size of the population and that of the 


109 By the end of 1966, 164 thousand applicants had made the 


required down payment. Ninety thousand cars are expected to be 
sold in 1970. 


ae Some improvements in the range of supplies occurred through 
increased imports from market economies, but imports of consumer 
goods from socialist countries were reported to have declined by an 
unspecified margin. 


labour force 111 remained in 1967 virtually at the level of 
_ the preceding year. The general price level hardly moved 
and it would seem that, as in the previous year, social 
_ benefits derived from collective consumption rose some- 
what faster than employment income. 


_ 2.9 billion marks, or by 3.8 per cent, compared with a 
‘ 3.7 per cent growth reported in 1966. This progress in 
Incomes was in part influenced by centrally decided 
_ wage regulations. On 1 July 1967, minimum gross wages 
were raised from 220 to 300 marks, and those below 
400 marks were adjusted in the same proportion ; these 
“Measures were reported to have affected some 800 
thousand workers and employees, or the equivalent of 
12-13 per cent of total employment. At the same time, 
Significant improvements in social benefits were intro- 
' duced for larger families. Sickness benefits, graduated 

according to the number of children, were raised sub- 
_- stantially for families with 2 or more children, and 
_ children’s allowances were increased from 40 to 
60 marks for the fourth child and from 40 to 70 marks 
for the fifth and each additional child. Moreover, it was 
announced that the minimum old-age pension rate will 
be raised from 129 to 150 marks in March 1968. Aver- 
age income in households with children is reported to 
have increased by 8 per cent over 1965 and in those 
without children by 6.5 per cent. Thus all the measures 
undertaken in mid-1967 tended to narrow the spread of 
per capita incomes. 


In recent years, total retail tradé turnover has ex- 
panded regularly by about 4 per cent a year. As in 1966, 
but contrary to the provisions of the annual. plan, trade 
in food and beverages in 1967 rose more rapidly than that 
in industrial goods. This was a rather surprising develop- 
ment considering the generally high level of consumption 
reached and the accelerated rates of growth of output of 
most branches of consumer-goods industries in 1967. In 
spite of institutional modifications to make industry 
more responsive to consumer demand, the available as- 
sortment of clothing and footwear does not seem to be 
meeting fully the desires of potential customers. For 
some commodities in high demand (such as, for exam- 
ple, modern furniture and textiles for interior decora- 
tion) supplies often fell short of demand, particularly 
whenever domestic requirements had to compete with 
export priorities. Given these shortcomings in the sup- 
ply of industrial goods, the accumulated purchasing 
power tended to fall on the higher quality foodstuffs and 
beverages. Although the reported increase in saving de- 
posits by 9.8 per cent was somewhat slower than in the 
preceding year, the net increment over the year repre- 
sented more than 6 per cent of the value of retail trade 
in 1967 (the highest ratio in eastern Europe), and the 
total amount of savings held by the population was the 
equivalent of about three-quarters of the annual trade 
turnover. (See Table 24.) 


ee uli i 


111 The labour input has been reduced, however, by the introduc- 
tion of a regular five-day working week accompanied by a reduction 
in working hours from 45 to 4334 hours for workers in one- or two- 
shift work and from 44 to 42 hours for those in three-shift work. At 
the same time the minimum annual leave was raised from 12 to 
15 days. 


_ Total money incomes of the population increased by 7 


In spite of these supply problems, the consumer dura- 
bles equipment of an average east German household 
continued to improve in 1967, as is shown by the fol- 
lowing household stock data : 112 = =e 


Units per 100 households = 

1965 1966 1967 
Melevision sets, sine 48 54 60 
Refrigerators ..... 26 31 38 
Washing machines. . . 28 33 _ 38 


The 1968 Plan foresees the maintenance of the pace of 
growth of population incomes and consumption experi- 
enced during the last few years. On the income side, the 
full effects of the measures introduced in mid-1967 with 
regard to wage minima and social benefit rates will be 
felt. On the supply side, good 1967 crops should have a 
favourable effect on deliveries of animal products, and 
the food-processing industry will also benefit from the 
modernization programme under way; and the trade 
protocols signed for 1968 with some socialist partners 
(particularly with Czechoslovakia and Hungary) anti- 
cipate a growing volume of exchanges in consumer 
goods, which should enrich the assortment and variety of 
supplies on the domestic market. 


Hungary 


Accompanying a rise in the distributed national in- 
come by as much as 9-10 per cent in 1967 — the largest 
margin since the early 1950$ — паргезяуе gains were 
also made in consumption, in spite of an increase in the 
relative share of investment. According to preliminary 
data, personal consumption rose by some 7 per cent and 
per capita real income of population from all sources by 
about 6 per cent. This substantial improvement in living 
standards, at a pace significantly above that experienced 
for a number of years, was made possible thanks to a 
greatly expanded output of the light and food industries 
(increases of 10 and 9 per cent respectively), a somewhat 
higher output of animal products, and а noticeable 
boosting of imports of consumer goods (particularly 
meat and furniture) which were reported to have in- 
creased in 1967 considerably faster than all imports, the 
latter increasing by 13 рег cent.1* 


As in the preceding year and as in most other coun- 
tries of the area, peasants fared better than wage- 
earners, their real per capita consumption incomes in- 
creasing by some 6-7 per cent; and total real incomes 
of peasants (excluding the value of unpaid services 
rendered by the state to the population) rose even 


112 A sample inquiry, carried out recently by the Market Research 
Institute at Leipzig, also shows an average of more than one radio 
set per family. About two-thirds of households covered by the 
inquiry had a camera, and nearly 20 per cent a motor-cycle. (Die 
Wirtschaft, 24- January 1968.) A quickened pace of saturation of 
demand for some consumer durables is expected to follow from the 
decision to concentrate production in fewer factories on a narrower 
range of serial models. This policy could be strengthened by increas- 
ing the volume of consumer credits made available to lower income 
categories. (Deutsche Finanzwirtschaft, No. 22, 1967, pp. 12-14.) 

118 According to information subsequently supplied by the 
Hungarian Government, imports of industrial consumer goods rose, 
in fact, by 26 per cent and those of raw materials for food processing 
by 18 per cent. 
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faster — by some 8-9 per cent — testifying to an increase 
in the level of agricultural stocks (see Table 23). 
Record crops, some improvement in output of animal 
products and the delayed effect of changes in procure- 
ment prices decreed in 1966 were largely responsible for 
the increment in peasant nominal incomes ; and incomes 
in real terms rose pari passu since the cost-of-living 
index (for peasants) rose only marginally (by 0.2- 
0.3 per cent). 

Average real wages were reported to have risen by 
some 3.5-4 per cent and the cost of living of the urban 
population by 0.5-0.7 per cent. Workers and employees 
also benefited from the rather fast increase in employ- 
ment of about 3 per cent (contrasting with a 1 per cent 
increase in 1966) and from a further increase in the 
wage-earners-to-dependants ratio, which, together with 
the incidence of increased social benefits 114 (such as fa- 
mily allowances), pushed up the growth of per capita 
real incomes of wage-earners to 5 per cent. At the same 
time more than 1.6 million wage- and salary-earners saw 
their working week reduced from 48 to 44 hours; this 
changeover is expected to be completed by 1970. 

The composition of the gross money incomes of the 
Hungarian population from all sources was as follows : 


Gross money income of the population 2 


1964 1965 1966 1967% 1967 
(Percentage 
(Billions of forints) change 
from 1966) 
Total money income. 124.0 1277 138.0 147.7 7.0 
а. 70.2 71.0 73.6 77.4 5.2 
Other wage-like in- 
К e015. cee ts 5.4 5.9 6.7 8.0 19.4 
Social benefits... 11.4 12.6 14.8 16.1 8.8 
Peasant incomes . . 18.4 19.1 22.1 24.2 9.5 
Incomes in private 
SECC ie ser ona gt 6.9 7.0 7:2 7.4 2.8 
Other incomes . 11.7 12.1 13.6 14.6 7.4 


Sources : Statistical yearbook of Hungary 1965; А nemzeti jévedelem, 1966, 
р. 22; A nemzeti jovedelem varhato alakulasa, 1967, р. 10, 


8 Including transactions within the household sector. 
Preliminary figures. 


The actual increases in incomes in 1967 were, both for 
peasants and wage-earners, about twice the planned 
level. The resulting above-plan rise in money incomes 
was matched by a 10 per cent increase in the value of 
retail trade turnover and was partly absorbed by some 
speeding up in the rate of housing construction financed 
from the private means of the population, the expendi- 
ture on which rose by 14 per cent; and the outlays of 
the population on services rose by 7 per cent. Somewhat 
paradoxically, the volume of personal savings rose by 


114 A special allowance for working mothers with small children 
which was introduced in early 1967 stands in a separate category, as 
it represents a pro-natalist measure intended to combat the dramatic 
decline in birth-rates that has lately affected the Hungarian popula- 
tion. After 20 weeks of maternity leave on full pay, mothers with 
babies of up to two-and-a-half years can now retire from work and 
draw a monthly allowance of 600 forints (or about one-third of the 
current average monthly wage). In the first three quarters of 1967, 
about 15,500 women (or 70-75 per cent of all those eligible) were 
taking advantage of this. (New Hungary, No. 137.) The rate of 
15 live births per 1,000 inhabitants, experienced in 1967, wags the 
highest since the late 1950s, 


only 7 per cent — much less than in the preceding year, 
and the 1967 increment in savings was markedly below 
that of 1966: =f 

Increments in cash-holdings and savings 


1966 1967 1967 

. (Percentage 
(Million forints ) change 

E р тот 1966) 
Cash-holdings 965 WL on 35 
Savings... 2618 1 700 ЕВ) 
Ав 9.983 3 000 = 


Source : А петгей jévedelem varhato alakulasa, 1967. 


These figures are preliminary but they clearly indicate 
a shift from savings to cash-holdings in 1967, this change 
in “liquidity preference” most likely being associated 
with the consumers’ anticipation of an imminent price 
increase to follow the introduction, on 1 January 1968, of 
the new price system. Indeed this factor, together with 
increased demand from peasants for less marketable 
goods, must have played an important role in facilitating 
the expansion of sales of consumer goods on the reported 
scale, 


The pressure of demand for some consumer goods was 
partly met by running down some stocks (see the text 
table below), and general price increases were 
avoided. The fractional increase in the urban price level 
(some 0.5-0.7 per cent in Budapest) was largely the 
consequence of some marking-up of prices of some ser- 
vices (transport, electricity) decreed in the spring and the 
summer of 1966, and of increased prices of seasonal 
foodstuffs (vegetables, fruit) in 1967, which had experi- 
enced significant cuts a year earlier. But suppressed 
inflationary demand for meat was reflected in scarci- 
ties, in spite of large increases in imports, 


Retail sales and stocks in trade © in Hungary, 1964 to 1967 


Percentage change over previous year 


1964 1965 1966 1967 
All commodities 
Retail'sales: 5 де 7.4 3.9 8.3 10.4 
Stocksin' trade’... =.) Ou) —0.1 4.5 эт 
Stock/turnover ratio . . 0.31 0.30 0.29 0.28 
Food 
Retail sales... .. . 8.1 4.9 7.3 9.9 
Stocksintrade .... 1.1 6.6 13.8 = 3.7, 
Stock/turnoyer ratio . . 0.10 0.10 0.10 0.09 
Clothing 
Ве зат, See 4.8 3.0 3:5 6.5 
Stocksintrade .... 4.3 = 7 — 10.1 
Stock/turnover ratio . . 0.58 0.50 0.48 0.50 
Other industrial goods 
Ва За 8.4 3.4 12.7 13.3 
Stocksintrade .... 8.6 10.1 эт 3.8 
Stock/turnover ratio . . 0.38 0.40 0.38 0.35 


Source : Statisztikai havi kizlemények, 1968, No. 1, p. 47. 
@ Wholesale and retail trade, excluding public catering. 


’ ar The half-yearly data available for some specific commodities 
indicate a marked de-stocking in furniture, means of personal 
transport and household durables; but stock/trade ratios went up 
in 1967 for textiles and ready-made clothing, in marked contrast 
to the trend in the immediately preceding years, 


_ The virtual stagnation in meat supply (following the 
actual decline in 1966) contrasted ов fae 
of milk and milk products (see Table 26 for the results 
covering the first three quarters of the year). Moreover, 
it would seem from the preliminary data that sales 
expanded greatly for a number of food products not 
shown in this table, such as poultry, fish, alcoholic 
beverages, and some important goods such as tropical 
fruit and coffee. In the markets for industrial goods, 
-passenger-cars were the leading commodity, experien- 
cing an increase in sales of about two-thirds over the 
previous year. Sales of television sets, motor-cycles, ге- 
frigerators and furniture rose by some 10-20 per cent, 
but those of radios and washing machines were below 
the 1966 levels. There was some re-activation of demand 
for ready-made clothing, but sales of some textiles con- 
tinued to fall. 


Trends in real incomes in 1968 will be influenced by 
adjustments in consumer-goods prices, concomitant with 
the general reform of the price structure. The overall 
level of consumer prices is not expected to increase 
much as the impact on the cost-of-living of increases in 
the prices of “freed ” goods, amounting to some 2-3 per 
cent, ought to be somewhat offset by price cuts foreseen 
for some centrally-controlled articles, such as sugar, 
poultry, textiles and some household appliances; but 
prices of furniture and charges for some services will rise 
somewhat. Moreover, price increases are expected to 
have a greater effect on the higher than the lower 
income categories.1* The 1968 Plan foresees increases in 
1968 in real wages per wage-earner and real incomes of 
wage-earners per capita of some 1.5-2 per cent and 3- 
4 per cent respectively. As for the urban/rural differen- 
tial, the plan seems to postulate no change, as per 
capita peasant consumption is anticipated to rise in 
parallel with the growth of per capita incomes of wage- 
earners, namely by some 3-4 per cent. 


Poland 


The increase by 4.5 per cent in “consumption from 
personal income” in Poland in 1967 represented some 
deceleration compared with the two preceding years, but 
was still higher than the planned target for the year of 
3.9 per cent. Since 1963, gains in consumption standards 
have been quite rapid in Poland, running at an average 
rate of about 5 per cent per annum ; and the continuous 
decline in the rate of growth of population, which dropped 
from nearly 2 per cent in the mid-1950s to 0.9 per cent 
in 1967, tended to accelerate the per capita trends. 
As reported in previous Surveys, during the last few 
years this progress was to a large extent associated with 
an improvement in real incomes of peasants; wage- 
earners’ average real wages were increasing rather slowly, 
at least until 1966, and gains in the living standards of 
their families owed much to the expansion of employ- 
ment and to the increasing ratio of wage-earners in the 


116 According to Mr. B. Csikos-Nagy, the Chairman of the State 
Price Office, the burden of a one per cent increase in the general price 
level will contribute to a 0.5 per cent increase in the cost of living of 
the lower income group but 1.5 per cent of the upper group. 
Népszabadsdg, 24 December 1967. 


РИН on 


family.""’ During the last two years employment again 
rose very fast (by around 4 per cent per annum), but the 


‘pace of expansion of average wages quickened appre- 


ciably, exceeding the 4 per cent mark in both 
years.1!® At the same time, it seems that peasants’ gains 
were not as fast in 1967 as those of workers, and the 


growth of their real income slowed down somewhat. No 


final figures for the year have as yet been published on 
trends in peasant incomes, but the value of state pur- 
chases from the farming sector was reported to have 
gone up by no more than 4.6 per cent compared with 
the increase by more than 9 per cent in 1966 and by 
12 per cent in 1965.19 


Wage settlements introduced in 1967 covered about 
1.4 million workers and employees, of which 660 thou- 
sand were in light industry, 350 thousand in construction 
and 300 thousand in transport, involving an expenditure 
of 1.8 billion zlotys in 1967 (3 billion zlotys in a full year) 
or nearly 10 per cent of the increment in the wage bill. 
The average increase in gross wages of 4.8 per cent was 
largely exceeded in construction, trade and communal 
economy, where the average wage rose by more than 


Poland: Money incomes and expenditures of population 2 
1967 1968 
966 WIDOT ies 


Percentage increase over previous year 


7-8* 7.0 7 62, 


1961-1965 
average 


Structure 


‚100014 9:1 
Wages and wage-like 


Total income 


INGOMIGES usar. cea би 81 8.8 8.0 6.3 
Sickness and other be- 
ео sesh. ss 4.3 
_ РЕБЕ Sor ia ee 551 9 
Sales of agricultural 


17.0 65°93 4-5* 


products 5 
Lists >15 


Credits ng Змея 8.8 8.8 
Incomes in private sec- 

tor outside agricul- 

ture 


21.1 


. 100.0 7.4 9.1 1-82" 7.06.2 
64.3 7.0 6.4 > 7.7 6.8 


Total expenditure 
Purchase of goods . . 


Purchase of services 11.6 8.0 16.3 10.3 9.9 
Taxes ‘and ее” 7). 15:5 M422 8.74 w 16ee 
Credit repayment. .. 7.4 11.6 14.1 
Increment in cash-hold- 
ings and savings . . 6.3 9.5 45.8 
of which : 
Savings: Gee ete 17 29.5 14.4 


Sources: Gospodarka Planowa, Nos. 8-9, рр. 7 and 10; plans and plan- 
fulfilment reports; Biuletyn statystyczny, No. 12, 1967. 


@ Excluding transactions within the household sector. 
> First nine months of the year. 
с Income-tax only. 


117 Between 1960 and 1967 real wages per wage-earner increased by 
about 14 per cent, while per capita real wages rose by about 30 per 
cent. (Trybuna Ludu, 25 November 1967.) 


118 The figures relate to the aggregate which excludes apprentices, 
whose number declined in 1967 to 308 thousand, or by 6.9 per cent, 
following the extension of the length of compulsory schooling. 


119 According to data covering 9 months of the year, deliveries of 
grains and саШе increased quite steeply in 1967, but those of pota- 
toes, pigs and eggs fell by wide margins; and some increases in prices 
paid for livestock seem to have been offset by lower prices of most 
grains. Long-term credits extended to farmers rose again (by 
13 per cent) but more slowly than in the preceding years. 


= 


i whereas on the other hand the и: 


_ сепь the average net real wage improved by some 
_ 2.5 рег cent, somewhat less than in the preceding year. 
_ As shown in the preceding text table, workers’ families 
benefited from pension increases announced during the 
year, the full impact of which will be felt in 1968 and 
1969. me ; 

Thus the steep and above-plan increase in the wage- 
fund amounting to nearly 9 per cent in 1967 constituted 
the main force pushing up the total income of popula- 
tion by some 7-8 per cent, also slightly above the rate 
embodied in the annual р1ап.12° On the whole and in 
global terms, adverse effects of this movement of in- 
comes on market equilibrium were largely averted by an 
adequate expansion of the value of retail trade turnover 
by 7.5 per cent 124 (0.2 per cent below the plan target) 
and of paid services by 10.3 per cent (0.4 per cent more 
than planned). The incidence of income-tax also seems 
to have risen by the rather high rate of about 16 per 
cent, and the increment in saving deposits in 1967 was 
about 14 per cent higher than in the preceding year, the 
volume of saving deposits having increased again by 
more than 20 рег сепё.12? No unusual pressure on con- 
sumer prices was experienced, except for the special 
case of meat (see below). The rise in the cost of living of 
workers and employees was estimated at 1.5 per cent 
and was due largely to the increased price of tobacco 
products decreed in 1966 and increased charges in urban 
transport introduced in 1967. The relatively poor fruit 
crop was largely responsible for increased prices on free 
peasant markets in the third and fourth quarters of the 
year, but the market increases in the meat prices came 
too late to affect the average yearly price level. 


Nevertheless, some strains and stresses in consumer 
markets were felt and reported ироп,123 particularly, it 
seems, during the first half of the year. They can perhaps 
be reduced to two main causes. In the first place, the 
somewhat precarious income trends of 1967 followed a 
year in which a noticeable imbalance developed between 
incomes and supplies. The now available final accounts 
for that year show that on the one hand money incomes 


120 A contributory factor to this strain on incomes was the sharp 
rise in investment activity during the year, which was accompanied 
by an above-plan increase in employment and average wages in the 
construction sector; the former rose by 6.3 per cent and the latter 
by 6.6 per cent, augmenting the total wage bill of the sector by more 
than 13 per cent. 

141 At constant prices, retail trade in the socialized sector went up 
by 6.7 per cent (9.1 per cent in the rural network). There was a 
significant improvement in the supplies of dairy products, animal 
fats and imported foodstuffs such as tea, coffee and citrus fruit; and 
the deliveries of furniture, transistor radios, power-assisted bicycles 
and refrigerators continued to improve. 

122 Personal savings have been growing regularly by around 
20 per cent for some years now. This might give rise to some anxiety, 
but their potential menace to market stability is mitigated by the 
fact that a large and probably growing part of the deposits is tied up 
in purposive savings, made mostly towards the purchase of motor- 
cars and co-operative apartments. 


123 See, for instance, М. Swidzinska and Z. Sprycha in Gospodarka 
Planowa, Nos. 8-9, 1967; and A. Karpinski, ibid., No. 12, 1967. 


provisionally to have increased by 1.5 per 


could barely meet its planned obligations. The « 
between the growth of more than 9 per cent in inc 
and the expansion by a mere 6.4 per cent in sales 
striking and was largely compensated by a massive in- 
crement in cash-holdings and savings, which rose by 
45.8 per cent, 36.2 per cent faster than anticipated шт. 
the annual plan and took about 15 per cent of total 
incomes of the population — about 2 times the aver- 
age 1961-1965 figure (see the text {аЫе).12* The resulting 
pressure of effective demand was naturally projected 
into 1967, when some offsetting deflationary action was 
called forth but failed to materialize.” | 
A further aggravating factor in the 1967 situation was 

the continuing inability of industry to supply its wares in 
the required assortment and quantity. In the past, this 
used to show up overwhelmingly in accumulation of © 
stocks of consumer goods at the wholesale and retail 
trade level. With some welcome improvement in the 
consumer-trade-industry signalling mechanism, and with 
the strengthening of the position of trade ‘vis-a-vis in- 
dustry, a noticeable change seems to be on the way, 
manifested in the tendency on the part of industrial 
enterprises to hold back the expansion of output in face 
of diminished demand. This occurred, in particular, in 
light industry, where, according to the report on plan 
fulfilment, the “ non-fulfilment of plan targets for some 
goods, such as cotton textiles and ready-made clothing, 
was mainly due to a reduced market demand, following 
the inadequate adjustment of the product-mix to the 
assortment composition and demand ”.126 Similarly, ге- 
duced requirements were responsible for the underfulfil- 
ment of 1967 targets in such food-processing branches as 
confectionery, fruit, vegetables and lard, whereas ге- 
duced output and/or deliveries of some consumer dur- 
ables, such as washing machines, radios, television sets 
or motor-cycles, were adduced to the saturation of the 
market at the prevailing quality and range of as- 
sortment. 


These shortcomings of industrial production have 
been blamed for the undesirable changes which have 
occurred lately in the pattern of consumption and, at 
least in part, for “ the meat crisis ” in the second half of 
1967. According to the report of the Political Bureau 
submitted to a meeting of the Central Committee of the 
United Workers’ Party specially convened to discuss the 
meat situation, the evolution of the industrial consumer- 
goods market is not conducive to the expansion of their 
share in total consumption and consequently fails to 
mop up the purchasing power of the population 
sufficiently. “ At the present level of prices and in the 


14 Gospodarka Planowa, Nos. 8-9, 1967, loc. cit., p. 10. According 
to the same source, this item of expenditure was in the first half of 
1967 9.8 per cent up on the corresponding period of 1966. 

125 The only premeditated attempt to reduce purchasing power 
seems to have been a 15 per cent reduction in credits for instalment 
buying. This was more than offset by the extension of credit facilities 
for other purposes, mainly for productive and non-productive con- 
struction, the expenditure on which could, however, be considered 
less inflationary. 


1° Trybuna Ludu, 25 November 1967. 


absence of sufficient quantities of attractive industrial 
и as clothing, furniture and household dur- 
а | 


5, their weight in total deliveries to the market has 
not been essentially changed during many years, in con- 


| economies.” 27° 

~The general meat supply situation in Poland can 
hardly be considered as critical. The average per capita 
consumption of 52 kg in 1967 (around 40 kg in the 
countryside and 60 kg in the towns) represents an in- 
crease of 10 kg since 1960 and amounts to a level which 
is respectable by any standards.!8 The difficulties that 
arise sporadically, and which show themselves in irreg- 
ular supplies and occasional shortages, have been due, 
first, to the high income elasticity of demand for meat 
(itself partly explained by the absence of other outlets 
mentioned above) and, secondly, to the policy, hardly 
modified since the advent of planning of keeping the 
price of meat below the equilibrium level in order to 
ensure some minimum level of consumption in the lower 
income brackets. Moreover, the inadequate price differ- 
entials for quality have been responsible for a frequent 
disappearance of better qualities of meat from the 
butchers’ counters. 


The following table, taken from the already cited 
statement of the Political Bureau, illustrates the relative 
trends in incomes of population and in meat deliveries in 
the 1960s : 


Meat deliveries 
to the markets 


Money incomes 
of the population 


Percentage change over preceding year 


Обретение 7.8 8.7 
Обо. cere 6.3 6.1 
Le 6.8 0.4 
1S Ee 6.7 рэ 
бы 9.3 i Bis’ 
бе 9.3 14.2 
1967 © 375". УЕ, 6.0 

first half? . 7.4 8.2 

second half? г 4.1 


Source : Trybuna Ludu, 25 November 1967. 
@ Preliminary estimates. 


The final figures for 1967 indicate, however, that the 
imbalance in supply and demand was actually greater 
than apparent at the end of November, meat deliveries 
increasing in fact by only 3.5 per cent over the year (by 
7 per cent in the first half and by 0.3 per cent in the 
second half of the year). Nevertheless, judging by past 
experience, it would seem that with a normal growth of 
incomes of some 6-7 per cent per year supplies of meat 
would have to increase by at least 7 per cent if the 
market equilibrium were to be maintained at the cur- 
rently prevailing level of meat prices, which has re- 
mained unchanged since 1959; and the Party report 
inferred that a continuous expansion of meat deliveries 


127 hid, During the period of the last (1961-1965) Five-year Plan, 
the share of industrial consumer goods in total sales went up from 
39.4 per cent to 41.3 per cent, but it declined during the last two 
years to 40.8 per cent. 

138 In the city of Warsaw the average consumption of meat in 1966 
was 74 kg. (Trybuna Ludu, 26 November 1967.) 


the tendencies characteristic of developed. 
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on this scale could not be sustained — hence the need for 


prices was raised by 16.7 per cent, but prices of veal 
increased by 32.5 per cent and those of better quality 
cuts correspondingly.4?° The total cost of these measures 
to the consumer should amount in 1968 to some 6 bil- 
lion zlotys, and is expected to be reduced to 4 billion 
zlotys (or less than 2 per cent of the wage fund) by 
simultaneous cuts in prices of sugar and lard, the supply 
of which is plentiful.*° ; 

Thus to sum up the attainments of the Polish economy 
in the field of consumer incomes and consumption 
during the first two years of the current (1966-1970) 
Five-year Plan, it is necessary to stress first that due to 
the very good performance of agriculture since 1965 and, 
on the whole, the satisfactory growth of industrial out- 
put, the progress made in raising living standards was 
quite significant and somewhat faster than anticipated. 
During these two years individual (material) consump- 
tion increased by about 11 per cent, average real wages 
by some 6 per cent (compared with 10 per cent growth 
planned for the whole five-year period) and peasant real 
incomes by probably a still wider margin. On the supply 
side, the volume of retail trade turnover grew by some 
14 per cent, against 12.5 per cent planned. These un- 
doubted achievements were, however, somewhat marred 
by the tensions that appeared in the balance of supply 
and demand, since the overfulfilment of sales plans fell 
short of the excessively rapid expansion of money 
incomes. 


The Plan for 1968 and 1969 takes full cognizance of 
these disproportions and indeed the plan document 
opens with a statement that “the basic objective of the 
plan is to ensure a harmonious development of the 
economy in conditions of equilibrium in the internal 
market and in the external economic relations”. It also 
emphasizes that “it is necessary to strengthen the bal- 
ance between the purchasing power of the population 
and the supply of goods and services. This requires a 
determined effort directed at improving supplies to the 
market by delivering goods which are actually being 
sought by the population ...”. 


The actual trends in nominal and real incomes in 1968 
will to a large extent be affected by measures taken in 
the preceding year. Total incomes of the population are 
planned to rise by 6.2 per cent and the personal wage 
fund by 5.6 per cent. Given the expected deceleration in 
the growth of employment, average gross wages should 
go up by 2.5 per cent on the 1967 level, and this figure 
will be largely influenced by the wage regulations de- 
creed in 1967. Taking into account the expected impact 
of the price adjustments introduced at the end of 1967 


129 The argument that this differentiation is fair since it imposes a 
heavier burden on the relatively better-off income categories seems, 
however, rather one-sided, since the measures introduced put at the 
same time better qualities of meat virtually beyond the reach of the 
lower income groups. 

130 No attempt has been made to pass the price increases to the 
primary producer as delivery prices for cattle have been increased 
several times between 1959 and 1966. Moreover, until now the price 
of meat to the consumer was state subsidized. Prices of bread and 
milk still remain deficitary. (Mr. Gomulka’s speech, Trybuna Ludu, 
28 November 1967.) 


Page 58 — Chapter II 
‘on the cost of living, it is clear that only a very modest 
improvement in average real wages can be counted 
upon. However, family incomes of workers and em- 
ployees will benefit from the already announced revisions 
of the minima rates of old-age and other pensions, the 
introduction of which are to be spread over the next 
three years. Thus minimum old-age pensions will in- 
crease from 700 to 760 zlotys a month by the end of 
1968, and to 900 zlotys by the end of 1970, and other 
pensions will be adjusted by similar margins. Other 
provisions of the pension reform foresee a wider differ- 
entiation of pensions according to income * and family 
size, equalization of treatment of the old and the new 
“ portfolio”, and an improved system for linking pen- 
sions with the duration and place of employment.?*” 

On the supply side, the plan assumes that the value of 
the merchandise delivered to the retail trade network 
will go up by 6.8 per cent and that of sales by 5.7 per 
cent compared with the current year, allowing for some 
replenishment of stocks. The supplies of meat should 
increase by 3.0 per cent in quantity. Among textiles, an 
increased demand is anticipated for cotton fabrics and 
clothing, but not for wool or silk. Supplies of washing 
machines and refrigerators will go up by a similar 
amount of around 7 per cent. 


In addition to some slowing down in the growth of the 
wage bill and of incomes in general, other aspects of the 
expected development of the Polish economy may bring 
some relief to market tensions. In the short run, both the 
planned cut-down in the rate of new investment and 
some liberalization of imports of consumer goods should 
be beneficial. In the longer run, the steps now envisaged 
for greatly accelerating investment in the consumer- 
goods sector 1 should lead not only to the expansion 
but, even more important, to the modernization of 
equipment, which will allow the introduction of new and 
more refined lines of production in order to meet the 
ever-growing and ever-changing requirements of the 
consumer. 


Rumania 


National income was reported to have grown by 
7.5 per cent in 1967 in Rumania, but, as in the past, no 
data were published on trends in the end-uses of distri- 
buted income. State investment expenditure rose by 
17 per cent and, assuming no dramatic fall in invest- 
ment in stocks (some probably occurred in a year in 
which crop output was mediocre following a record one), 
the rise in consumption could have been in the 6-7 per 
cent region, and that in per capita real income somewhat 


131 For example, at a gross monthly income of 1,500 zlotys, an 
old-age pension goes up from 960 to 1,200 zlotys and at an income of 
aes zlotys ory 1,210 to 1,725 zlotys; thus the range widens from 
1:1.26 to 1:1.44. 


132 See the Report to the Third Plenary Session of the Central 
Board of Trade Unions, Trybuna Ludu, 1 December 1967, and a 
statement by S. Bedkowski, Chairman of the Social Insurance 
Institute, ibid., 17 December 1967. 


183 In 1966, investment in the textiles industry is to go up by 26 рег 
cent, in the leather and shoe industry by 39 per cent and in the china 
industry by 81 per cent. 


lower.*%* The 1967 Plan envisaged an increase in the 
latter of 7 per cent. 154, РеиЫ 

For the first time the report on plan fulfilment re- 
vealed trends in money incomes (from the socialist sec- 
tor) of the population and of its main socio-economic 
sub-divisions in 1966 and 1967 (percentage change over 
preceding year) : 


1966 1967 

Total population. .... 10.1 9.1 
Workers’ and employees’ 

families oe cours, поза а 10.5 8.9 

Peasant families .... 8.7 9.8 


It can thus be seen that cash incomes grew fast in both 
years and that the edge that workers and employees had 
over peasants in 1966 was reversed in 1967. A large part 
of the increment in the former was due to a fast rate of 
expansion of employment outside collective farms, 
which increased by 4.0 per cent (4.5 among manual 
workers) in 1967 and 4.5 per cent a year earlier. More- 
over, peasants probably benefited more from the further 
increases in social benefits as the new pension scheme 
introduced on 1 January 1967 was extended to cover 
members of collective farms. Average monthly wages 
attained 1,215 lei in 1967, implying an increase of 
around 3 per cent, one important factor behind this 
increase being a rise in the statutory minimum wage 
from 570 to 700 lei, instituted in August. The length of 
paid leave was extended from 12 to 15 days a year. 


The rapid growth of production in light industry 
branches (13.4 per cent), in the food-processing indus- 
tries (9.3 per cent) and in consumer durables, supported 
probably by some increase in imports of consumer 
20045$,135 boosted supplies to the consumer markets, and 
the volume of retail trade rose by 9.8 per cent, 0.4 per 
cent above the plan target. Sales of industrial goods 
again rose noticeably faster than those of foodstuffs (see 
Table 26). Among the former, refrigerators, ready-made 
clothing and furniture registered the highest gains, 
whereas demand for television sets seems to be levelling 
off. Supplies of dairy products improved considerably, 
but shortages of meat, fish, eggs, vegetables and fruit 
were reported during the year; and demand was not 
fully satisfied for various assortments of textiles, confec- 
tionery and knitwear, as well as of some household 
articles such as fuel and building materials. For these, 
inadequacies of output as well as of the distribution 
system were blamed, the latter in spite of an evident 
progress in modernization and extension of the trade 
network. Deficiencies of supplies might have played 
some role in forcing up the volume of savings which rose 
steeply in 1967 by 26.4 per cent. 


134 The population increased by 1.8 per cent in 1967. No details are 
as yet available on the components of this change, but it would 
appear that the abolition in 1966 of the very liberal abortion laws 
had a desired impact on the trend in birth-rates. According to 
Revista de Statistica, published in September 1967, the number of 
births in the summer months of 1967 was about three times higher 
than in the corresponding period of 1966. 


_ 135 No details of foreign trade transactions have as yet been pub- 
lished, but the reported increase in the global turnover by as much 
as 22.4 per cent strongly suggests some gains for the consumers. 


_In 1968, per capita real incomes of peasants are planned 
to increase by 5.5 per cent, and average real wages 
by 3 per cent. The latter target will be influenced by a 


steep increase in rental charges already announced (see | 


below) and an upward adjustment in basic wage rates of 
about 12-13 per cent on average. Skill, qualifications 
and the length of service in the same job will carry a 
more graduated reward, and the share of premia and 
bonuses will be reduced from 15-25 per cent to about 
10 per cent of total earnings.4¢ By 1970, average wages 
should amount to about 1,400 lei per month, represent- 
ing a 26 per cent increase over 1965. sya 


Housing construction and policies 


In all the countries of the area the volume of housing 
construction completed annually was in the 1960s signifi- 
cantly above the average levels registered in the 1950s, 
and in some countries, such as the Soviet Union, Poland 
and Czechoslovakia, the acceleration of activity was 
very considerable. However, the data assembled in 
Tables 27 and 28 137 show that in most countries the 
early 1960$ (usually the year 1961) represented the peak 
for construction activity, followed by some slackening in 
the later years. The only exception to this trend was 
Poland where, after some levelling off between 1960 and 
1963, the upward trend continued in the following 
years, 


In most countries, but particularly in Rumania, Bul- 
garia and Czechoslovakia, this slowing down in overall 
building activity was largely due to a decline in rural 
construction, partly no doubt associated with some at- 
tenuation of demand in the countryside because of the 
important population outflows.1° It is symptomatic 
that even in the early 1960s more dwellings were built in 
villages than in the towns in at least three coun- 
tries — Rumania, Bulgaria and Hungary — but that by 
1966 this ratio was either reversed or still more favour- 
able to the urban areas everywhere except in Rumania 
where the relative shares were nearly equal. This shift in 
the relative weights of rural (i.e. largely private) and 
urban (i.e. largely state) development obscures some- 
what the pattern of overall construction according to the 
type of investor (state, co-operative, private, etc.), the 
changes in which are shown in Table 27. On the whole, 
there has lately been a tendency for the shares of pri- 
vately and co-operatively built dwellings to increase in 
the towns, and in several countries state aid for indi- 
vidual construction has been encouraged. 


Bearing in mind the possible differences in coverage 
and definitions, the inter-country comparisons emanating 


136 These measures are reminiscent of wage reforms carried out in 
other countries of the area in the late 1950s and early 1960s. See 
Incomes in postwar Europe, op. cit., Chapter 8. 

137 These historical series of data are largely derived from the 
Annual Bulletin of Housing and Building Statistics for Europe, 
prepared by the ECE secretariat on the basis of responses to ques- 
tionnaires obtained from individual ECE member governments. 

138 [п the Soviet Union, however, Mr. Brezhnev complained 
recently of the lag in rural construction and called for vigorous 
measures to improve the situation, Pravda, 30 March 1966; and in 
Poland rural construction picked up only recently from the 1962- 
1963 trough. 


from Tables 27 and 28 must be treated with caution. It 
would seem that at present the volume of housing con- 
struction in urban areas varies relatively little between 
eastern European countries, the number of dwellings per 
1,000 inhabitants covering a range from around 6 to 7 in 
Hungary and Czechoslovakia and to about 8 to 9 in 
Poland and Rumania (no data being available for 
eastern Germany or for the Soviet Union). The differ- 
ences in rural construction are, however, more marked, 
varying from less than 3 dwellings per 1,000 population 
in Poland and Czechoslovakia to nearly 5 in Rumania 
and Hungary. Data on total (“useful”) floor area con- 
structed annually are available for all countries. In 1966 
this indicator amounted to about 300 to 350 square 
metres per 1,000 inhabitants in Rumania, Bulgaria, 
Hungary and Czechoslovakia ; it was considerably lower 
in eastern Germany (about 200 square metres) and 
Poland (260 square metres), but much higher in the 
Soviet Union (440 square metres). 


There are marked differences between the countries of 
the area with regard to the type of investor, only partly 
explained by the extent of urbanization, Thus, nearly 
three-fourths of all dwellings built in 1966 in Bulgaria 
and nearly two-thirds in Hungary were built through 
private initiative (covering both unaided and state-aided 
construction), whereas state construction predominated 
in eastern Germany and the Soviet Union, and co- 
operative housing was most popular in Czecho- 
slovakia, 


The size of constructed dwellings, both with regard to 
the number of rooms and the floor area available, 
improved during the last ten years in several coun- 
tries — Bulgaria, Hungary, Rumania and the Soviet 
Union — but deteriorated in others. Generally, the pro- 
portion of larger dwellings (4 rooms or more) tended to 
increase (Poland and eastern Germany providing notable 
exceptions), but this was in some countries accom- 
panied by an increasing share of one-room flats. In the 
mid-1960s the average floor area per dwelling is shown 
to be highest in Hungary, Bulgaria and Czechoslovakia, 
where it amounted to around 60 square metres, com- 
pared with only 45 square metres in the Soviet Union. 
Whereas the volume of urban construction expressed in 
terms of the number of dwellings per 1,000 population is 
not much below western European levels (and in the 
case of the Soviet Union even above the levels registered 
in many western European countries), the average size of 
all dwellings constructed is generally lower in eastern 
than in western countries.1°® 


In the four countries for which statistical information 
is available there has been a marked improvement 


139 Number of dwellings constructed 
in 1966 per 1,000 inhabitants 


Total 


Total useful floor 


space per dwellin, 
Urban areas рек Е 


ааа! „рунета 7.8 11.9 66.9 
Netherlands... , >» » : wh 106.0 
Могу... 8.0 8,1 79.7 
Sweden «os pe sue о 11.4 14.7 4 72 
Switzerland ... 5 » - + 9.6 10.5 

United Kingdom... . 7.4 6.9 a 
Western Germany .. . 10.1 8.7 80.8 


Source : ECE, Annual Bulletin of Housing and Building Statistics for Europe, 
1966, Tables 3 and 8. 


в 1965. 


of which: Urban 


Eastern Germany 
Dwellings: Total number 


Dwellings: Total number. . . . 


ee ise tee ee ey. 6S ta 
aie) Ste) rep areca в: ews re: 
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Dwellings: Total number. . . . 


Private persons 


nat ah ae aes 
' ten ae НЕ - oe < ws, Se aSe ЧА 
_..| Percent of total | 58.6 — 29.9 — 
4 ge аи 29372 
a Re ES 46.5 
23:6 923.3 
eg в 
(1702 10.9 
Thousands _ 55.8 65.8 
Рег 1000 inhabitants © ed, Ta 
‘| 20.5 16.6 
3.5 3.0 
Thousands 80.5 68,2 
Per cent of total 38.1 57.0 
56.4 S207 
YS) 10.3 
Thousands 58.1 54.6 
Per cent of total 31.7 41.0 
68.3 59.0 
32.8 41.4 
35.5 17.6 
Thousands 2 30.1 
Рег 1000 inhabitants 6.8 6.9 
31.0 24.5 
5.2 4.2 
Thousands 142.1 170.5 
Per cent of total 48.5 54.6 
9.9 19.3 
41.6 26.1 
7.9 5.9 
Thousands 93.5 132 
Per 1000 inhabitants 6.6 8.4 
48.6 39.3 
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TABLE 27 (continued) 
Completed dwellings, by type of investor and location, 1960 to 1967 (Plan) 


ae | Unit | 1960 1961 1962 1963 1964 1965 1966 1967 1967 
4 (Plan) 


_ Rumania 
_ Dwellings: Total number. . . . Thousands 133.9 
of which: 
State, co-operatives and with 
State Aid eee es ets Per cent of total 22.4 
Private persons . ..... 77.6 
of which: Urban Thousands 37.6 
Per 1000 inhabitants 73 
Murals 3 №. 96.3 
7.3 
- Soviet Union 
Dwellings: Total number. . . . Thousands 2 591 
of which: 
State and co-operatives® . . Per cent of total 50.8 
Workers and employees on 
their own account and with 
CS EG Ра 24.6 
Collective farms and rural 
intelligentsia"... .. 24.6 


Sources : Annual Bulletin of Housing and Building Statistics for Europe, 1966. 
@ New construction only. 
> Excluding dwellings in social institutions. 


during the last few years in the provision of dwellings 
with more modern equipment : 


Percentage of newly constructed dweilings equipped with : 


Running Hot Fixed Central 

water water bath heating 
Czechoslovakia 1961 67.6 45.1 76.1 43.3 
1966 91.1 (PS) 96.3 69.3 
Eastern Germany 1963 97.8 38.5 98.3 29.2 
1967 100.0 80.6 99.0 57.5 
PlGneary ss os. 3 1961 38.0 ae 49.6 8.9 
1966 55.1 regal: 65.2 oes 
Рота. г, . 1960 55.4 oi 26 13.2 
1966 67.5 Qi 40 24.9 


Sources: Ibid., Table 4; Statystyka gospodarki mieszkaniowej komunalnej, 
1966, Warsaw 1967. 
@ Virtually all dwellings equipped with central heating also have a hot water supply. 


> Town construction only. 


Only rather scanty information is available on the 
performance of the housing construction sector in 1967. 
It seems that the volume of yearly completions was 
higher than in the preceding year in eastern Germany, 
Hungary, Poland, Czechoslovakia and Rumania (in this 
order of magnitude) and remained more or less un- 
changed in the Soviet Union, no figures whatsoever being 
supplied for Albania and Bulgaria. However, apart from 
Hungary, the achievements everywhere fell short of the 


144.3 137.3 .122:3\5<123.94 21280 36 ПТ «2120 
28.2 30.6 34.6 39.8 42.1 42.1 43 
71.8 69.4 65.4 60.2 57.9 59 57 
46.8 48.0 46.1 52.0 54.4 53.8 
8.8 8.9 8.4 9.4 9.6 8.6 
97.5 89.3 76.2 71.9 66.6 63.3 
7.4 6.7 5.7 5.4 4.9 4.9 
2435 23831982322; 2184 12227 122951 1227642500 
55.7 60.4 64.1 65.6 67.8 68.7 67.0 4 
РВ 20.9 18.0 16.4 15 14.6 14.7 4 
21.1 18.7 17.9 18.0 17.1 16.7 18.3 @ 


С State institutions and housing co-operatives, excluding collective farms. 
@ Based on total floor space targets. 
€ Including construction on state farms. 


expectations laid down in the annual and the current 
Five-year Plans. 


In the Soviet Union, 1.9 million dwellings were con- 
structed outside the collective farms, the latter having 
built about 375 thousand individual houses. The total 
useful floor space built during the year amounted to 
103 million square metres compared with 102.1 million 
in the preceding year and 114.4 million planned. Consid- 
ering that the volume of de-centralized capital invest- 
ment in the economy rose by as much as 20 per cent, 
against a 5 per cent increase in the centralized funds, 
it seems likely that the share of housing construction 
financed by the population from their own means will 
have risen. 


The Bulgarian Plan for 1967 provided for the con- 
struction of about 3 million square metres of total space, 
or some 10 per cent more than in 1966.14° Judging by 
a marked increase in the supplies of building materials 
(15.6 per cent) there was probably some increase in the 
volume of aided and unaided private construction which 
in this country is responsible for about three-quarters 
of the total. Moreover, an increase was reported in the 
prices charged for apartments sold to the private sector 
as well as in the cost of building materials. 


In Czechoslovakia, the number of apartments put at 
the disposal of the population in 1967 was 4.4 per cent 


140 Rabotnichesko delo, 20 January 1967. 
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Distribution of dwellings by size 
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Total number of rooms 
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Total floor space per dwelling 


Distribution of dwellings by size 
1 room 
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Hungary 
Distribution of dwellings by size 
1 room 
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Total number of rooms 


-Rooms per dwelling. . .. 2... Е 


Total floor space per dwelling 


Poland 
Distribution of dwellings by size 
1 room 
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Total number of rooms 


Rooms per dwellmg.... ....i... 


Total floor space per dwelling 


Rumania 
Distribution of dwellings by size 
1 room 


Soviet Union 
Total floor space per dwelling 


Sources : United Nations, Annual Bulletin of Housing and Building Statistics 
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for Europe, 1966; Statistisches Jahrbuch DDR, 1967 
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Thousands 


Square metres 


Percentage 


Thousands 


Square metres 


Percentage 


Thousands 


Square metres 


Percentage 


Thousands 


Square metres 


Percentage 


Square metres 


Note. — Total or “ useful ” floor space differs from the concept of “ 


floor space by inclusion of kitchens, corridors, verandas, 


rooms and toilets. 


living ” 
lobbies as well as bath- 


42.4 


42.2 


42.0 


42.0 


4 The kitchen has not been counted as a room. 
© New construction only. 


© Rooms with a floor s 
12 square metres hav 


pace of less than 8 square metres and kitchens of less than. 
е not been counted as rooms. 


_ above the 1966 figure. Among the causes of non-fulfil- 
‚ ment of the plan, the lack of building materials in the 
_ fequired quantity, composition and location was ге- 
_ роцеа, together with delays in town and country plan- 
_ 1108 and in the preparation of technical blue-prints. The 
_ long-term planned target of 460 thousand flats to be 


constructed in the 1966-1970 period remains in force and 
3 it is still hoped to catch up with it during the remaining 


_ 3 years of the plan period by raising the annual number 
: oe completions from 80 thousand to about 100 thousand 
ats. 


_ Dwelling completions increased by 17 per cent in east- 
ern Germany and encompassed nearly 77 thousand 
units, but a speeding up of construction to about 86 
thousand dwellings a year will be necessary if the 
target of 400 thousand units, foreseen for the current 
Five-year Plan period, is to be reached. In Hungary, 
61 thousand dwellings were built, ie. 4 thousand more 
than planned, and the share of bigger dwellings was 
reported to have increased. As in previous years, private 
residential construction rose more quickly in 1967 than 
state construction. 


In Poland, the total useful surface of new construction 
in the socialized sector (outside the countryside) rose by 
5.6 per cent against 4.0 per cent planned, but the actual 
area built was less than anticipated since the plan target 
was based on an over-rated expectation of the 1966 
results. Characteristically, co-operative housing rose- by 
a very wide margin (50.4 per cent, compared with 
16.6 per cent planned) and this category of investor was 
responsible for 77 thousand dwellings constructed in 
1967 compared with 126.7 thousand for the whole social- 
ized sector. A high share of co-operative construction is 
expected to be maintained in the near future. 


In Rumania, 51 thousand dwellings were built in 1967 
by the state and co-operative sector, involving 1.6 mil- 
lion square metres of living area, and 69 thousand dwel- 


_ lings privately, mostly in rural areas. Credits were 


granted on a larger scale for purchases of land and the 
cost of construction. The rate of completions in the 
socialized sector is to increase to 57 thousand units in 
1968. A new rent scheme was announced in Rumania in 
1967 and is to be introduced in the second quarter of 
1968. This involves steep increases in rents for a living 
area above the allotted minimum of 8 square metres 
per person, and an introduction of rental charges for 
auxiliary rooms (kitchens, bathrooms, balconies) which 
were rent-free before. All charges will be differentiated 
according to household incomes as follows (lei per 
square metre) : 
Per capita household income (lei) 


—800 800-1000 1000+ 
Living area: 
oldrent ... 1.20 1.40 1.50 
newrent... 1.80 2.20 2.50 
Auxiliary area: 
new charge. . 0.72 0.88 1.00 


The justification given for these increases, the effect of 
which will be to about double the previous charges, is 
that the present rents cover only 35-40 per cent of the 
current maintenance costs. However, the decreed in- 
creases will eventually be absorbed by the wage rises 
planned for 1968 and 1969, and, until then, a special 
allowance — somewhat on the lines of the Polish scheme 
introduced in 1965 144 — will be paid to some categories 
of \аре-еагпегз to offset the extra cost. 


141 See the Survey for 1965, Part 1, Chapter I, pp. 51-52. 


6. INSTITUTIONAL DEVELOPMENTS 


In terms of institutional changes aimed at the estab- 
lishment of new systems of planning and management, 
the year 1967 was particularly eventful in Czecho- 
slovakia. The scope of institutional changes in this coun- 
try was such as to influence, either directly or through 
policy changes induced by the effects of the newly intro- 
duced measures, the course of economic activity. In view 
of this, the Czechoslovak reform will be treated 
separately. 

In other countries of the area, where economic re- 
forms of varying scope have been in progress for some 
time, the implementation process continued more or less 
according to the adopted schedules. 

In Hungary, where a fairly comprehensive reform had 
been under preparation for two years, the implementa- 
tion of the new economic system began in January this 
year. As in Czechoslovakia, the bulk of the new eco- 
nomic measures is to be introduced en bloc. No eco- 
nomic reform has been announced officially in Rumania, 
but various changes aimed at improving the present 
system of industrial planning and management are to 
start on a wider scale in this country also. 


Czechoslovakia 


As reported in the 1966 Survey, the decision by the 
Czechoslovak authorities to accelerate the implementa- 
tion of the reform was followed by a whole series of 
measures aimed at laying the foundation for the new 
economic system. By its proportions, this operation con- 
siderably exceeded similar moves undertaken elsewhere 
in the area. Above all, it succeeded in producing a much 
needed psychological impact which put the economy into 
a state of lively fermentation. Initiative at the enterprise 
level, in particular, was stirred up. A range of new 
consumers’ goods appeared on the market; efforts to 
adapt output to domestic and foreign demand gained in 
strength ; economies in inputs of materials were achieved 
on a larger scale and the rather widespread tendency 
among enterprises to make better use of manpower 
resources resulted in a slower growth of total employ- 
ment than in previous years. 


However, the task of setting afoot a new institutional 
framework capable of working with little administrative 
intervention proved to be a tremendous one. With each 


step forward, problems which could not always be iden- 
tified with precision in advance, largely reflecting the 
legacy of the past, cropped up, calling for additional 


measures ог for alterations in the newly introduced ones. _ 


The fact that great attention had to be paid to market 
equilibrium added a great deal to the difficulties encoun- 
tered in the institutional field. Following the completion 
of the reform of producers’ prices, stability considera- 
tions gained in importance, with the result that further 
work on the implementation tended to slow down. 


The operation carried out in 1967 was not intended to 
bring the new system into final shape. Even so, it clearly 
appears that administrative measures continued to play 
a much greater role than originally expected. Apart from 
direct interventions aimed at preserving the market equi- 
librium, the lack of consistency in the new set-up, com- 
bined with all sorts of initial difficulties which any new 
organization is normally exposed to, was the major 
reason for the rather widespread application of adminis- 
trative measures even where, in principle, they should 
have been abolished. With the price reform only just 
initiated, prices were hardly able to provide reliable 
guidance to enterprises and branch directorates or to the 
banking system. In addition, the banking system itself 
had not yet been reorganized and in its existing state it 
did not prove able to act on its own. In the circum- 
stances, resort to administrative decisions often proved 


to be the safest way of keeping things going. But this’ 


tended to inhibit some of the newly: introduced meas- 
ures and, at times also, to create confusion among the 
economic units as to the course to be followed. 


Altogether the 1967 experience seems to indicate that 
a relatively fast completion of the new system may be of 
crucial importance for the success of the reform. Delays 
and interruptions in implementation tend to perpetuate 
the application of the old methods, contributing in a way 
to their reaffirmation, with the result that progress at a 
later stage might become more difficult. This view, in 
fact, has been generally adopted by the promoters of the 
reform who, in the heated debates of 1967, were urging 
the government to adhere to the original time schedule 
and, in particular, to continue with the price reform. 


The other side of the coin, however, is the mainten- 
ance of a reasonable degree of economic stability, which 
in the present circumstances of the Czechoslovak eco- 
nomy is an important issue. It may well be that concern 
about stability tends to be over-emphasized by the not- 
too-ardent supporters of the reform. Nevertheless, it goes 
without saying that the institutional changes cannot be 
allowed to endanger the equilibrium of the domestic 
market and, even less so, of the highly sensitive balance 
of payments. The relative weight to be given to these 
often conflicting considerations — the need to work 
rather fast while avoiding anything which might seri- 
ously upset the balance of the economy — poses a 
difficult problem. Again, judging by the short experi- 
ence of the initial year, it may be said that much will 
depend on the ability to work out an appropriate eco- 
nomic policy to cope with any situation which might 
arise in the process. Such policies may not always be very 
popular ; more likely than not they will be required to 


assume a direction which will tend to attenuate some 


of the stimulative effects of the reform in which both 


workers and management happen to be directly inter- 
ested. Still, if they succeed in preserving the global 
equilibrium of the market, work on the completion of the 
system will be made considerably easier. = 
The main problems which the Czechoslovak author- 
ities had to face in 1967 were those connected with the 
first stage of the price reform, and which in the early 
part of the year threatened to upset the market situation. 
It cannot be said with absolute certainty whether the 


excessive rise in producers’ prices, which, apparently, _ 


took the authorities unawares, was entirely due to the 
alleged machinations of enterprises and branch direc- 
torates; for the inherited levels of costs and prices did 
not provide a solid ground for forecasting the outcome 
of the reform. Nevertheless, there is not much doubt that 
the results of the reform were greatly influenced by the 
behaviour of the economic units which continued to 
operate in rather a traditional manner. The central au- 
thorities had worked out for orientation purposes new 
producers’ prices by group of products, largely based on 
the planned 1966 costs, but the final decisions had to be 
taken in consultation with enterprises and branch direc- 
torates which were called upon to indicate their actual 
costs in the base year. What happened, however, was 
that the cost figures presented by the enterprises were 
generally considerably above the official estimates, with 
the result that the consultations often took the form of 
hard bargaining between two opposed camps. The whole 
procedure, in fact, became highly reminiscent of the 
ргасисез` witnessed in the past during the negotiations 
over the plan targets and resources. Since the adminis- 
trative bodies rarely succeeded in obtaining the neces- 
sary insight into the enterprises’ affairs, the latter 
usually got the upper hand ; they ended up with com- 
fortable reserves of materials and manpower, repre- 
senting sheer waste for the economy. In a roughly simi- 
lar way, the price reform which resulted in a 29 per cent 
rise (compared with the 1966 base level), instead of the 
anticipated 19 per cent, left the enterprises with high 
profit margins, containing in most cases important ele- 
ments of “hidden reserves”. The average profit margin 
for industry as a whole (expressed as the profit-basic 
wage outlays ratio) attained the impressive figure of 
65 per cent, against the 22 per cent official estimate. 
With the rate of tax on gross income fixed at the 
originally stipulated level (18 per cent for all industries), 
total income exceeded the official estimate by some 6-7 
billion crowns. 


With the new measures providing enterprises with 
greater freedom in shaping their investment and wage 
policies (the latter via the share of profit accruing to 
wages), and with the flow of supplies adjusted to indica- 
tive demand targets based on the originally estimated 
amount of profits, there were strong reasons for fearing 
that windfall gains of the enterprises would soon give rise 
to heavy pressures both on the consumer and оп the 
investment goods markets. Such pressures actually began 
to develop in the first months that followed the price 
reform (although without significantly affecting those 
prices which had been subjected to a more flexible 


) 
: 


ag so that the authorities had no alternative but 
modify the already adopted rules governing the 
growth of wages and to re-define the investment targets 


_ A resolution passed in May by the Central Committee 
put the limit to the growth of average wage receipts 
=. (basic wages plus the variable part accruing from profits) 
t 3.2-3.4 per cent, on the condition that output per man 
_ Should have risen by 4.5-5 per cent. At the same time, it 

was decided that the annual rise in retail prices in the 
° years 1968-1970 should be roughly limited to between 
_ one and one-and-a-half per cent. At the beginning of 
з 


_ September, new instructions followed. The upper limit to 
_ the growth of average wage receipts was reduced to 
_ 2.9 per cent, while stipulating a 4.5 per cent growth of 
productivity. In addition, the enterprises were requested 
to pay greater attention to the differentiation of wages 
~~ according to skill and individual performance. 


According to available data, the average wage receipts 
during the first six months of the year rose by 5 per 
cent, against a 4.3 per cent rise in productivity. The 
newly introduced measures, however, succeeded in re- 
versing these trends in the second half of the year. 


The two sessions of the Central Committee had to 
devote particular attention to investment policies since 
investment was generally considered to be the main 
potential source of market disequilibria. It was decided 
that the accumulation rate should not be allowed to 
exceed the indicative figure laid down in the Five-year 
Plan (according to some views a somewhat lower limit 
would have been more appropriate) and it was found 
necessary to cut down the originally envisaged industrial 
investment outlays by one billion crowns (a measure 
which was supplemented by a reallocation of resources 
in favour of the chemicals, building-materials and con- 
sumers’ goods industries). In addition, steps had to be 
taken to curb the demand for credit which, irrespective 
of the generally very favourabie financial position of the 


142 Tn 1967 the respective shares of the regulated (i.e. prices with 
centrally fixed upper limits) and the free producers’ prices amounted 
to 24 per cent of total industrial output. However, from the view- 
point of its final effects, the flexibility of both categories was more 
apparent than real. The new producers’ prices were established in 
the form of average prices for groups of related products and these 
were not permitted to move up (at least not to any significant extent) 
from the initial levels. If, under the influence of the demand-supply 
conditions, a rise in the price of some product (or products) did 
occur, the enterprises and branch directorates were requested to 
reduce correspondingly the prices of other products belonging to 
the same group (which usually did not sell well on the market) so as 
to leave the average prices for the whole group more or less un- 
changed. The result of this procedure was that producers’ prices 
hardly reacted to the heavy demand pressures in the first half of 
the year. | 

In the sphere of retail prices, which, as originally intended, were 
not affected by the rise of producers’ prices (owing to the decreased 
incidence of the turnover tax), a somewhat different mechanism was 
applied, but with virtually the same effect. Of the two more flexible 
price ca.egories, orly the Ме? prices have been introduced here, 
amounting to 13 per cent of total retail trade turnover. However, in 
order to destimulate the retail trade organization from taking ad- 
vantage of а sellers’ market, the extra gains obtained through an 
increase in the free price of a product (or products) were not permit- 
ted to be counted as part of the organization’s gross income. Such 
gains had to be deposited in a special account used to subsidize 
decreases in free prices elsewhere. 


enterprises, tended to assume unmanageable ргорог- 
tions. The banks were requested to harden their terms 
and to introduce selective credit policies. о 


In the given circumstances, both sets of corrective 
measures proved to be justified. In the latter half of the 
year, the equilibrium of the domestic market was, on the 
whole, restored, although it is reported that the mono- 
polistic practices of the big producers continued to cause 
occasional shortages. 


Judging by press reports and other information, it 
would seem that the difficulties encountered in invest- 
ment were more numerous than in other areas of eco- 
nomic activity. The banking system in particular was not 
strong enough to curb some of the well-known tendencies 
of the past and to develop credit into an efficient policy 
tool. Its performance was impaired by the lack of any- 
thing approaching an effective market mechanism, but 
even so it is clear that a thorough overhauling of the 
system should be regarded as a high priority task. As the 
frequent complaints by enterprises and branch director- 
ates indicate, the criteria applied by the banks were 
seldom economically well founded, with the result that 
the decisions concerning credit allocations were often 
taken in a more or less administrative way. The general 
impression is that credit policies, as actually imple- 
mented by the banks, did not meet with much success so 
that here also direct intervention by the administrative 
bodies could not be altogether avoided. On the other 
hand, it must be admitted that the scramble for credits 
and the authoritarian attitude of the branch directorates, 
which tended to bypass their respective enterprises when 
selecting projects to be submitted to the banks, did not 
make the task of the latter any easier. The shortcomings 
of the banking system, which were also reflected in the 
heavy commitments of the banks in the sphere of work- 
ing capital, was one of the reasons why credits failed to 
become the major source of investment finance. How- 
ever, the deviation from the original scheme was also 
due to the greater investment capacity of the economic 
units and, apparently, to the need to continue with some 
centrally financed projects. According to incomplete 
data, the share of credits in the total fixed investment 
outlays was considerably below the envisaged 60 per 
cent figure; the shares of the enterprises’ own invest- 
ments and of the centrally financed ones went above the 
original targets. 


The lively debates which developed in 1967, and which 
are still continuing, indicate the existence of a variety of 
views on almost every subject connected with the re- 
form. This, together with the frankness with which 
difficulties and shortcomings have been pointed out by 
government officials and professional economists, has 
contributed to the creation of a favourable intellectual 
climate which may become a source of strength to the 
reform. However, the often diverging views on the pro- 
cedures to be adopted and, to a lesser extent, on sub- 
stantive matters, make future developments difficult to 
foresee. 

What seems to be definitely accepted is that further 


work in the area of prices (usually referred to as the 
second stage of the price reform) remains the number 


one task. This will involve corrections to some of the 
newly established producers’ prices (and, apparently, 
also to the levels of the domestic prices of imported raw 
materials), but it primarily calls for the “ individualiza- 
tion” of producers’ prices. The latter amount at present 
to average prices for groups of similar products; they 
will have to be worked out in detail, ie. by individual 
products. Beyond this lies the more delicate task of 
linking together producers’ and retail prices. 


The method to be applied in working out individual 
producers’ prices, on the other hand, has given rise to 
different opinions. According to some views, the same 
method which had been used during the first stage of the 
price reform, i.e. administrative procedures combined 
with consultations with enterprises and branch director- 
ates, should be followed. Others, however, advocate a 
bolder approach, largely based on more flexible mar- 
ket relations.‘ The first stage of the price reform, it is 
pointed out, has failed to produce а reliable_price struc- 
ture, but has opened instead a new area of dispute 
between the enterprises and the central authorities.1** 


As things stand now, it seems that the actual course of 
action will be somewhat nearer to the second approach. 
According to the latest information, the setting up of the 
individual producers’ prices will be largely left to free 
agreements between enterprises. However, in order to 
prevent collusion and to avoid conflicts between deci- 
sions by enterprises and the general line of price policy, 
administrative organs will be entitled to intervene when- 
ever intervention proves to be necessary. 


Generally speaking, the conditions for tackling the 
second stage of the price reform in a bolder way are not 
unfavourable. With all its possible shortcomings, the 
reform of producers’ prices has been an important step 
forward. The reactions of the economy are better 
known, with the result that future developments will be 
easier to predict. The anti-inflationary measures intro- 
duced in the course of the year may have at first pro- 
duced some unfavourable psychological effects; never- 
theless, they have been successful in restoring the global 
equilibrium of the market. They are likely to provide a 
suitable initial policy framework for maintaining equi- 


143 This also seems to correspond to the general view of Professor 
Shik, who supports the idea of a more flexible price mechanism. In 
one of his recent articles on the reform, Professor Shik says: “ Rigid 
central price formation, however, is the main obstacle to better 
progress in harmonizing the supply and demand patterns, which can 
never be fully and flexibly obtained by shifts in production patterns 
only. The immense number of relationships between supply and 
demand urgently requires a more flexible movement of prices, which 
would help, within certain limits, towards a temporary adjustment 
of the various inevitable conflicts between production and con- 
sumption ”. (O. Shik: Overcoming the Disequilibrium in the Czecho- 
ae Economy, New Trends in the Czechoslovak Economy, August 


144 As put by О. Turek, one of the leading theoreticians of the new 
system: “ Nowadays the enterprises still look upon prices as a 
category behind which there is a central authority. ... Even before it 
(the price reform) was carried out it was obvious that it would lead 
us only to the threshold of a new price policy. To increase the 
influence of the market is, in my opinion, a very urgent requirement. 
Only in this way can the danger of a struggle between the ‘ centre ’ 
and the enterprises be avoided. If the latter should take place we 
would logically be thrown back to the directive system; instead of 
plan indices, prices might become a matter of dispute between the 
centre and the enterprises ”. Pldnované hospoddrstvi, Мо. 5, 1967. 


librium during the second stage of the price reform, © 
although they may well have to be supplemented with — 
special measures aimed at developing some sort of coun- — 
tervailing power for combating the restrictive practices 
of the big producers. ' 


Other countries 


In contrast to the developments in Czechoslovakia, the 
implementation of the Bulgarian reform proceeded in a 
quiet atmosphere, although at a somewhat slower pace 
than originally scheduled. 

The more flexible forms of management continued 
to spread so that by the end of 1967 most of the industry 
was operating under the new system. The remaining 
segments, mainly the extractive and some basic indus- 
tries as well as transport and communications, are ex- 
pected to be transferred to the new system some time in 
1968. In addition, the reorganization of the domestic 
trade network was virtually completed. With the excep- 
tion of the small co-operative trading units (which will 
continue to operate in the small towns and the rural 
areas), wholesale and retail trade activities have been 
merged together. This is supposed to bring about a 
reduction in commercial margins since henceforth both 
the wholesale and the retail trade margins will be col- 
lected by the same organizations. The unified trading 
organizations (altogether eighty-eight in number) enter 
into free contracts with the producing units, thus influ- 
encing directly the production pattern of consumers’ 
goods. 


The_reform of producers’ prices in industry also made 
further progress, but is not expected to be completed 
before the end of the first half of the current year. As 
reported in the last SURVEY, the new prices are sup- 
posed to provide the enterprises with reasonable profit 
margins while, on the other hand, they should also be 
aligned, at least as far as is feasible, with prices prevail- 
ing abroad. The simultaneous application of these two 
different criteria, of course, raised certain problems since 
domestic costs often differ from those abroad. Some of 
the newly established prices are therefore likely to 
deviate from the foreign prices which have been selected 
as a model ; 1*5 in some cases, however, notably in a few 
extractive industries, prices may well have to be set 
below the domestic cost levels, with the result that these 
branches will have to be subsidized for some time to 
come. 


The new role which has been assigned to profitability 
and the greater scope for the initiative of enterprises 
have tended to stimulate output and to shift resources 
towards the more profitable channels. In the process, 
however, the output of a few products which are less 
profitable from the viewpoint of the producing units, but 
are considered important for the economy, happened to 
be affected. Since the products in question were among 
those which are no longer subjected to centrally fixed 
targets, it was decided to introduce the so-called state 


145 И seems that the prices of most commodities entering foreign 
trade are to be based on the contractual prices used in intra-CMEA 
trade which, in turn, largely reflect world prices. In the case of other 


goods, Price levels prevailing in selected countries are to serve as 
the basic model. 


orders which are supposed to correct important devia- 
tions from the basic output pattern outlined by the 
, central authorities. The application of the new measure 
is a temporary expedient and is not supposed to assume 
large proportions. Part of the problem in question may 
be solved by the price reform and the introduction of a 
more flexible price mechanism which would help to 
reconcile the criterion of profitability with social utility. 
However, it also seems that consideration is being given 
_ to some modifications of the present system of output 
_ planning. Indications are that the role of industrial asso- 
_ аайоп$ might be strengthened so that the central au- 
_ thorities would not have to bother any longer about the 
detailed implementation of the planned pattern of out- 
put. The whole system of planning seems increasingly 
to be envisaged as a three-tier system with enlarged 
responsibilities of the associations (usually responsible 
| for a whole branch or sub-branches) and greater flexi- 
. bility at the enterprise level. 


The short experience showed, however, that the 
present incentives to labour (which emerged as the result 
of several previous experiments) were not likely to pro- 
duce the desired effects on productivity, especially in the 
initial stage of the new system. As reported in previous 
issues of the SuRvEY, the wage fund of the enterprise 
should largely reflect the economic results achieved by 
the latter, meaning that the growth of the average wage 
should be somehow linked with the growth of output per 
man. This, in fact, has been done, but the so-called 
normatives (i.e. the ratios between the growth of output 
per man and that of the average wage) have been fixed 
in such a way that a number of enterprises find it very 
difficult to achieve a growth of productivity which 
would ensure a reasonably stimulative growth of the 
average wage.'** In the circumstances, important migra- 
tions of workers were registered in the course of the 
year, mainly towards larger and better-equipped enter- 
prises of the same branch and, to some extent, also 
towards branches where the normatives are set some- 
what more liberally. In addition, it is reported that some 
enterprises showed a preference for recruiting less quali- 
fied workers instead of the more qualified ones since this 
provides a possibility for offering relatively attractive 
wages without exceeding the stipulated average wage. 


The prevailing wage levels and the rigorous conditions 
which govern the growth of wages reflect to a consider- 
able extent the understandable concern about the stabil- 
ity of the consumer market in a period of important 


146 The normatives are fixed for a five-year period and they relate 
the growth of output per man (expressed as the gross income of the 
enterprise, after the deduction of taxes, per worker employed) with 
the so-called income for distribution per man (the latter magnitude 
comprises the wage fund and also contributions to some other funds 
of direct interest to the workers expressed as a constant percentage 
of the wage fund). Both magnitudes are expressed in terms of index 
numbers starting with 100 in the base year. To each 10 per cent 
increase in output per man (always computed on the basis of the 
original 100) corresponds a fixed percentage increase in the average 
wage. Although the normatives tend to vary according to braiiches 
or groups of industries, it may be said that in many cases the ratio 
between the two increments does not exceed 10:3. This ratio tends 
to decrease with each successive 10 per cent rise in labour produc- 
tivity, but even in the high ranges the growth of the average wages 
lags considerably behind the growth of output per man. 


institutional changes. However, in contrast to the situa- 
tion in Czechoslovakia, the issue in Bulgaria tends to be 
complicated by the existence of a labour reserve in 
agriculture. As is well known, the population pressure in 


_the rural areas and the massive transfers of agricultural 


labour to the more productive sectors of the economy 
exerted in the past a considerable influence both on 
investment and on wage policies. The issue of incentives, 
therefore, is part of a more complex problem. The 
present incentives to labour do not seem to be consi- 
dered as the last word of the reform. Further changes in 
this mechanism, which will be made easier if the growth 
performance of the economy continues at the present 
rate, are very likely to occur. The scope of these 
changes, however, will greatly depend on the whole 
context of growth policies which the government may 
decide to adopt. 


The transfer of enterprises to the new system of eco- 
nomic management in the Soviet Union in 1967 was 
carried out on a much larger scale than in the preceding 
year. Whereas in 1966 the total number :of enterprises 
operating under the new management forms was less 
than one thousand (about 700 in industry and some 260 
in road transport), the figure reached by the end of 1967 
was more than six times as high for industry 
а]опе.147 The industrial enterprises involved accounted 
for almost one-third of industrial output and for about 
45 per cent of total profits. The experience gained with 
the new system was therefore much more conclusive 
than that in 1966, especially since in the initial year of 
the reform the enterprises selected for transfer were 
usually among the more prosperous ones. According to 
incomplete data, the output of the enterprises working 
under the new conditions rose during the first six 
months of 1967 by 12 per cent; the rise registered in 
output per man in the same period amounted to 8 per 
cent.1#8 The fast expansion in these enterprises contri- 
buted to the acceleration of industrial growth in the year 
under review. 

Various instructions aiming at defining in rather pre- 
cise terms the role and functions of ministries under the 
new system were issued during the year. For while, on 
the whole, the administrative apparatus was assisting the 
promotion of the new status of the enterprise, com- 
plaints were also heard about the persistence of some old 
ргасйсез.149 

As reported in last year’s SURVEY, a major event in 
1967 was the reform of wholesale prices. As of 1 July, 
new wholesale prices were introduced in industry and 
transport. The new prices have been computed primarily 
on the basis of the actual costs (allowing for the regional 
cost differences in the case of electricity, and the oil and 
coal industries) with a view to ensuring profitability to 
all branches and to narrowing the range of variations in 
the profitability rates. Bearing in mind that in the pre- 
vious system all losses and price disadvantages were 


147 [п addition, 17 railroads and more than 500 road transport 
organizations were also transferred to the new management system. 

148 Fconomicheskaya Gazeta, September 1967, Мо. 339. 

149 A rather detailed exposé of these instructions and of the short- 
comings observed in the behaviour of certain ministries can be found 
in the paper previously quoted. 
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concentrated in the heavy industries, especially in 
branches producing intermediate products, it was па- 
tural to expect that the reform would raise their prices 
and improve their terms of trade with the other sections 
of industry. The prices in the heavy industries were 
indeed raised by 15 per cent on the average, against an 
8 per cent average increase in all industrial prices. This 
implies hardly any change in the prices for light indus- 
tries, with the result that the differences in profitability 
between the two groups of industries were greatly re- 
duced. Details of the price changes in the heavy indus- 
tries are given in the text-table below : 


Price changes and profitability rates * by 
individual branches or products in heavy industry 


Average Profitabilit Profitabilit 
rie Pron Pea 
а prices prices 
Industry total... =. 8.0 15 on 
Electricity 1 a. so 22ese 22.0% 10.0 4.6 
Oil and oil processing . . . ve es 
oil extraction only 230 
Gaston Bees Si fa ae 
CORI sie ast orn is secs Peas 78 8.0 = 17.0 
Ferrous metallurgy . 15-16.0 8.6 
of which : 
rolled'steel! ое Se 43 
Non-ferrous metallurgy . . 20-22 
of which : 
copper ices (eRe om 26 ый = 
Е ae 64 га в 
НИ. 33 a raf 
ОЕ Е —7 ae aie 
Engineering © metal using . — 13-15.0 16.7 
of which : 
electronics 4.5.0 0-3 Е —12 
agricultural machinery @ . agi 8 
ROOIS HOR ee. citar seas increase 60.0 
Chemicals: ess seco 
of which : 
heavy chemicals. . . . . 61 
fertilizers аюпе@ . . . . 34 
éynthetics isis а decrease 
Timber, timber processing, 
cellulose and paper . . . 12:5 6.9 
of which : 
pit: ор. 26 
Sawn-timber ...... 33 a Fi 
celluloses Е сле 16 зе 
Construction materials .. 30 13.6 5.4 
of which : 
COMIEN EH ss ws yomte ae 14.8 14.5 


Sources : Computed on the basis of the material published in Planovoe khoz- 
yaistvo, No. 7, 1967, and Ekonomicheskaya Gazeta, No. 25, 1967. 


@ Profitability is defined as the ratio of profit to fixed and working assets. 


Ь There is no change in prices for electricity. delivered to agriculture and non- 
productive consumption. 


С The average price level in engineering industries was not raised despite the 
increased prices of most of their inputs, the explanation being that the profit 
margins in these industries at the old prices were too high. 


@ There is no change in prices of tractors, agricultural machinery and chemical 
fertilizers delivered to state and collective farms. 


As in other countries of the area where price reforms 
have recently begun, the changes in the wholesale prices 
at this stage are not supposed to affect the level of the 
retail prices. The 1967 reform is considered as the first 
step towards the establishment of a reliable price struc- 
ture which would enhance profit in its role as the major 
success indicator and improve criteria for the allocation 
of resources. As already indicated, a more immediate 
objective of the reform was to improve the situation of 
the basic materials industries. Henceforth, the latter will 
be stimulated to expand output and they will actually 
be in a position to increase their resources for the self- 


financed investments and for the new material incentives 
to the growth of productivity. At the same time, the 


se 


: 
| 
4 


higher prices of basic materials are likely to lead to 


greater economies in their use compared with the past. 
Taken together, this is expected to ease the problem of 
basic supplies and to contribute to a more balanced 
growth of the economy. | | 

The question of future price policies and the price 
mechanism to be adopted is still under consideration. It 
is virtually agreed that the role of a centrally conducted 
price policy should be strengthened.”° On the other 
hand, thought is being given to a more rational division 
of responsibility between the various decision-making 
levels in the process of price information. There are 
proposals to the effect that the periodic global revisions 
of industrial prices should be replaced by a process of 
current regulation. The scope of the central bodies 
should be confined to the regulation of prices for the 
most important lines of output, whereas the ministries 
and the boards should be entrusted with decisions con- 
cerning prices of a much wider range of products. With- 
in this framework the rights of the enterprises to estab- 
lished prices through their mutual contracts should be 
enlarged. The possible adoption of these proposals 
would enable the Price Committee of the State Planning 
Commission to concentrate its activities on an overall 
control of price movements and the methodological 
questions related to the formation of prices.*** 


The implementation of the reform programme in east- 
ern Germany continued cautiously step by step. The 
various devices of the new machinery are being carefully 
tested in limited areas before being applied on a wider 
scale. With the completion of the industrial price reform 
in January 1967, the first stage of the process is consi- 
dered to have been completed, although much remains to 
be done in this particular field. It had been officially 
declared that the year was to be treated as a period of 
consolidation since it was necessary to leave time for the 
effects of the new industrial prices to settle throughout 
the economy. A large number of measures and regula- 
tions were therefore prepared for the current year. 


From the institutional point of view, specialization 
and concentration of production has been promoted by 
the creation of a large number of so-called “ сот- 
binates ” and “co-operation chains ”, a necessary condi- 
tion for control of costs and technological levels. An 
important decree laying down the rights and obligations 
of the enterprises, partly with the aim of preventing 
abusive intervention of the VVBs, was issued in March 
1967. A new investment regulation (see GBL II, 
No. 116, 14 December 1967) defines the principles for 
the preparation and implementation of investments 
under the new system of self-financing; the rights of 
enterprises in respect of decisions on size and timing of 
investments have been enlarged at the same time as their 
responsibility for the efficiency of the new plant has 
increased. 


15° See the article by У. Sitnin, Chairman of the Price Committee 


of the State Planning Commission, in Ekonomichesk G 
No. 25, 1967. aya Gazeta, 


Academician N. Fedorenko, Planovoe Khozyaistvo, No. 4, 


> ePtometlandary 


; 1968, the hitherto limited experi- 
ment with self-financing has been extended to all ate 
enterprises in industry, construction and trade ; they will 
become responsible for modernization and expansion of 
their production equipment on the basis of depreciation 
allowances, net profits and bank credits. Depreciation 
amounts, which for the first time have been centrally laid 


я _ down in the 1968 Plan, are entirely at the disposal of the 


enterprises. Enterprises will be allowed to accumulate 
savings for future investment needs. Bank credits will 
gradually gain in importance. In 1967, 19 per cent of 
investments in the centrally administered industry, which 
was already working under the new regime, were fi- 
nanced by bank credits ; in 1968, the share is expected 
to increase to 27 per cent.152 


The new role given to credits has necessitated a re- 
organization of the east German banking system. On 
1 January 1968 the legal provisions for the breaking up 
of the former “ Deutsche Notenbank ” into two separate 
bank institutions entered into force. Henceforward the 
“State Bank” will be the note-issuing БапК,153 and the 
government body for the implementation of the central 
credit policy. All commercial transactions have been 
transferred to the “ Bank of Industry and Commerce ”, 
which is the competent financial body in transactions 
with the enterprises, combinates and VVBs. The 
affiliates of the latter are supposed to carry out an active 
credit policy and behave as commercial partners of the 
enterprises. They will be financially responsible for cre- 
dits granted and acquire thereby a certain right to advise 
and to direct control in respect of enterprise activ- 
ity.5* It may be questioned, however, whether such ar- 
rangements will not lead to certain restrictions on the 
decision rights of enterprise directors ; new ventures may 
become dependent on the willingness of bank manage- 
ment to take risks and implementation of decisions may 
on the whole be slowed down. 


Few changes have been introduced in the planning 
and management system in Poland in 1967. The removal 
of limitations on employment has been continued and in 
some restricted areas the wage fund is no longer 
limited.*° In order to make it easier for enterprises to 
develop new lines of production — apart from the tech- 
nical progress fund which has existed for several years 
and is being expanded—a so-called fund for new 
production has been introduced in the engineering and 
chemicals branches of industry. The fixing of new per- 
formance indicators for planning purposes and for the 
purpose of correcting the size of the wage fund has appa- 
rently proceeded at a slow pace as difficulties have been 
encountered, particularly in the engineering industry and 
in building. 


152 See Neues Deutschland, 23 December 1967, р. 5. 

153 The official name of the east German currency, “ Mark der 
Deutschen Notenbank ” (МОМ) has been changed to “ Mark der 
Deutschen Demokratischen Republik” — ш abbreviated form 
referred to as capital “ М ”. 

154 See Neues Deutschland, 18 April 1967, p. 8; Die Wirtschaft, 
No. 13, 30 March 1967. 

155 By the end of the year around 50 per cent of total employment in 
the socialist sector was no longer limited. The removal of limitations 
on the wage fund took place in service industries, in some auxiliary 
and finishing workshops and in the works of invalid co-operatives. 


The extension and improvement of the system of 
“factory” prices which began at the beginning of 
the year has been carried into a number of — 
branches.1°° However, it has been stated that the new 
prices have influenced production decisions to only a 
rather small extent. Difficulties were also encountered 
in the working of the special system set up for 
enterprises working primarily or exclusively for 
ехрог($.157 Steps to modify both of these systems have 
been proposed, and some new arrangements may well be 
introduced in the near future. 


As indicated earlier, a new system of economic man- 
agement was introduced in Hungary at one stroke on 
1 January 1968, after three years of rather detailed pre- 
paratory work.’ This implied a simultaneous in- 
ception of a new system of producer prices, the replace- 
ment of the central allocation of supplies of materials 
and investment goods by marketing arrangements. A 
capital charge and rent were established and incorpo- 
rated in the price. The system of planned profit contribu- 
tions to the budget was replaced by profit taxation 159 


156 The system of factory prices was previously applied only in the 
consumer-goods sector, where “turnover taxes” have filled the 
margin between these prices and those paid by the consumer. It is 
now in principle to be extended to all industrial branches. The 
newly elaborated prices are based on the average prime cost of the 
product in a given branch and a percentage profit which is differenti- 
ated by branches according to various planning criteria. The func- 
tion of the system is to provide the authorities with greater flexibility 
in setting “ incentive” prices for producers without being obliged 
also to vary the price paid by users. The new “ factory ” prices apply 
to associations only; these are able to set differentiated accounting 
prices for each member enterprise more nearly in accordance with 
the production costs of the given enterprise. 


157 As mentioned in the 1966 Survey, the system was set up in 
July 1966 in accordance with the general guidelines formulated at the 
July 1965 Central Committee of the Party, which were described in 
the 1965 Survey, Part 1. Its major feature is that enterprises pro- 
ducing for export are provided with a special bonus for effective 
export results measured in terms of the difference 

D-: М:-Рь : Ct 
where 
D = export price less foreign expenses in terms of “ foreign 
exchange zlotys ”. 


Mr = rate of exchange into domestic zlotys estimated as an 
equilibrium rate separately for 3 regions into which 
foreign trade partners were divided. 


Р; = factory price or actual internal transaction price if the 
former does not exist. 


Ct = specially prepared coefficients for each product, in 
principle consisting of 3 elements: an adjustment 
aiming at bringing the cost of materials used expressed 
in domestic prices to the level of world market prices; 
a margin covering expenses of foreign trade organiza- 
tions; a uniform sales tax rate. 


158 For a detailed account of the evolution of these arrangements, 
see the Economic Survey of Europe in 1965, Part 1, Chapter I, 
рр. 69-70, and the Survey for 1966, Chapter II, рр. 52-53. 


159 The profit before taxes will be divided into three parts: the 
development fund (which serves for investment purposes and which 
also comprises about 60 per cent of depreciation allowances), the 
“ sharing ” fund (i.e. the part of the profit accruing to the basic 
wage fund) and the reserve fund (amounting to 10 per cent of the 
combined development and “ sharing ” fund). The allocation of the 
profit (P) to the development fund (Ра) and the “ sharing” fund 
(Ен) is made according to the following formulae (where W = wages 
and K = the value of the fixed and working assets): 


K 2W 
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(Continued p. 70.) 
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aiming at creating better conditions for enterprise deci- 
sions. Wage management was also reformed and the 
enterprise invested with greater autonomy in wage and 
employment matters. The system of export and import 
regulations was also revised. 

Nevertheless, for reasons which are not difficult to 
understand, the functioning of the system in the initial 
year will be subjected to limitations. It is particularly 
difficult to foresee with sufficient accuracy the develop- 
ment of price and cost relations. Moreover, at this stage 
the domestic economy and the balance of payments are 
experiencing certain strains. A broader scope, conse- 
quently, had to be allowed for administrative regulations 
of prices than originally intended. Centrally fixed targets 
for the output of a number of products, mainly for the 
purpose of meeting export requirements, will be re- 
tained. Central allocation in respect of some highly im- 
portant products may prove necessary for some time. 
The profit taxation also had to be fixed at somewhat 
higher rates than originally envisaged, and part of the 
depreciation allowances will continue to be centralized. 
Moreover, the increase in the average wage will be 
centrally determined. In addition, the enterprises en- 
gaged in foreign trade activities will have to follow 
closely detailed instructions issued by the central au- 
thorities. 

The price reform, which is considered as a major 
undertaking, was implemented in January this year, but 
information on its outcome is not yet available. The 
reform is not confined to producer prices of industrial 
products only; it also includes agricultural prices, 
aiming at a more normal price relationship between the 
two sectors. The average level of the new industrial 
prices should be some 2-3 per cent lower than that in 
1967 ; on the other hand, agricultural prices are to go up 
by some 8 per cent. 

The price reform aims at establishing better cost-price 
relations, but the new prices are not likely to be remu- 
nerative in all industries. It has been announced that 
prices of electric energy will be reduced by 24 per cent 
and those of coal by about 9-10 per cent. It also seems 
that the domestic prices of imported basic and raw 
materials will be treated differently according to the 
area of origin (those from the CMEA area will be 
somewhat reduced, whereas those from the developed 
market economies will go up).1® Altogether, the com- 
bined price level of the basic and raw materials of 
domestic origin and of those imported from the CMEA 
countries is to be reduced by 8-12 per cent; prices in 
most manufacturing industries, on the other hand, will 
be raised to a varying degree (prices in the engineering 
and light industries are to increase by 2-3 per cent only ; 


According to the tax rules which were contemplated in October 
1967, the part allocated to the development fund should be taxed at 
a flat 60 per cent rate (in industry, construction and transport; in 
agriculture the corresponding rate amounts to 45 per cent). The 
accruals to basic wages from the “ sharing” fund are subject to a 
steeply progressive tax; in 1968 only accruals which do not exceed 3 
per cent of the “ sharing ” fund will be free of taxes; the maximum 
rate of 70 per cent will be applied to all additions to basic wages 
which exceed 13 per cent of the “ sharing ” fund (Magyar Kozlony, 
22 October 1967, p. 677). 


160 Penziigyi szemle, 1967, No. 9, pp. 743-745. 


those in the food-processing industries will go up by 
PStperCent) Meike es es 

Following the completion of the price reform a more 
flexible price mechanism is to be introduced. The pro- 
ducer prices of about 70 per cent of output of basic 
materials and about 50 per cent of all consumer goods 
will continue to be centrally fixed ; prices of the remain- 
ing output (including the prices of a large proportion of 
engineering products) will be determined by enterprises | 
partly freely, partly within centrally fixed limits. 

Retail prices are not expected to be significantly 
affected by the reform of producer prices. However, it 1s 
thought that those retail prices which belong to the more 
flexible categories 161 will rise in 1968 by some 4-6 per 
cent. This rise is to be partly compensated by a reduc- 
tion in some of the centrally fixed prices (sugar, cheese, 
poultry, textiles and some household appliances) so that 
the increase in the general price levels will not amount to 
more than 2-3 per cent. In addition, real wage receipts 
per wage-earner and real incomes per capita will be 
allowed to rise by 1.5-2 per cent and 3-4 per cent res- 
pectively. Taking into account the consumption pat- 
terns which prevail at different income levels, it seems 
that the final outcome of the changes in prices and wages 
will benefit families with lower incomes more than those 
in the higher income brackets. 

Following a series of small-scale experiments con- 
ducted in 1967, a number of changes in the present 
system of industrial planning and management have 
been officially announced in Rumania. The implementa- 
tion of these changes will start in 1968 and will be 
spread over a period of several years. 

The new measures aim at improving the methods of 
planning and management applied so far through a 
vertical differentiation of competences and responsibil- 
ities. The role of the market is not explicitly mentioned 
although there is an intention to introduce some flexi- 
bility in the price mechanism. 


The envisaged multi-level system (State Planning 
Committee — branch ministry — industrial - association 
—enterprise) assigns a crucial role to the industrial 
association (la centrale industrielle). The function of the 
industrial association (which, as the case may be, groups 
enterprises vertically or horizontally and acts as a rela- 
хе independent economic entity) is defined as fol- 
ows: 


(i) it works out in detail its own plan, starting from 
the indications and objectives laid down in the central 


161 The various categories of retail prices, as applied to the main 
components of personal consumption, are shown in the table below: 


(Percentages) 
Prices 
Fixed Maximum moving Free Total 
prices prices within prices 
limits 
Food er eee ee 31.1 28.9 27.0 13.0 
соо. Sh — 21.1 5348 252 100.0 
Building materials . | | | 17.8 66.3 a 16.1 100.0 
Fuses wget hens 100.0 es а = 100.0 
Other industrial articles . . 6.7 50.0 22:2 21.1 100.0 
Retail trade, total 21.4... 32.6... 293 168 100.0 
Services". pa eee 17.1 21.2 22.1 39.6 100.0 
Articles on the free market. — — 10.0 90.0 100.0 
Private consumption, total. 197 29.7 27.3 23.3 100.0 


Source ; Tarsadalmi Szemle, 12/1967, p. 38. 
@ Excluding rent, transport and postal tariffs for which prices will be fixed centrally, 


_ Supplies, exports and imports) ; 


7 р var Y- . я Е 5 2 : 
Plan; the plan of the association contains the mai 
: ns the main 
, indicators for the activities of the respective enterprises 
as well as those relating to its own activities (basic 
_ il) it prepares the financial plan of its activities 
(ili) it is in charge of the specialization of, and the 
Co-operation among, its production units as well as of 
the co-operation between these units and those belong- 
ing to other industrial associations ; 
(iv) it carries out co-operation with foreign firms; 162 
(v) it is responsible for ensuring supplies of impor- 
tant basic materials (including those which are in short 
supply) ; for the remaining supplies the enterprises will 
have to arrange direct contracts with the domestic 
suppliers ; 
(vi) it is in charge of marketing operations on 


foreign markets and (subject to the provision above) 
on the domestic market as well: 


(vii) it is in charge of the investment plans of its 
enterprises. 


Ne The formulation of the co-operation agreements with foreign 
a i however, will be largely the responsibility of the minis- 
ries. 


en НИИ 
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The functions of the industrial association enumerated 
above seem to indicate that the scope of activity left to 
the industrial enterprises will be rather limited. How- 
sever, it may be of interest to point out that the enterprise _ 
will have a free hand in deciding about the volume and 
structure of its employment. Since only the average 
wages will continue to be determined centrally, it would 
seem that the enterprise will also be authorized to decide 
about its wage fund and, within certain limits, about 
the individual wages of its employees. The ratios be- 
tween the growth of productivity and the growth of the 
average wages, on the other hand, remain within the 
competence of the central planning body. 

Not much information can be given at this stage about 
the price mechanism envisaged by the authorities. The 
impression is that the prices of a very large part of 
output will continue to be fixed centrally. As regards 
producer prices, the industrial association will be called 
upon to determine prices of a range of commodities 
which are not considered as essential to the economy, 
but it is not clear whether the individual enterprises will 
also be entitled to take independent decisions. In the 
sphere of retail prices, however, there will be some scope 
for the inter-play of supply and demand. 


7. EAST-WEST EUROPEAN TRADE IN MANUFACTURES DURING THE PAST DECADE 


General features and prospects 


Incomplete data for 1967 indicate a continuing sharp 
increase in the share of manufactures in west European 
exports to east European countries. This share rose 
from 73 per cent in 1957-1959 to 78 per cent in 1964- 
1966, while the corresponding share for west European 
imports from eastern Europe increased from 34 per cent 
to 37 per cent. This latter trend, however, does not 
appear to have continued in 1967. 

The pronounced rise in the share of manufactured 
goods, in terms of current values, in total OECD 
Europe’s (i.e. excluding Yugoslavia and Finland) im- 
ports over the past decade was reflected in the region’s 
trade with all the major trading areas. As is shown in 
the text-table below,1®* however, this trend was consi- 
derably less marked in trade with eastern Europe than in 
intra-regional trade or in imports from either North 
America or the Rest of the world (the latter being 
attributable to a large extent to Japan). Moreover, in 
spite of the rapid growth over the past decade in trade 
between the two parts of Europe, eastern Europe’s share 
of western Europe’s total imports of manufactures de- 
clined from 2.5 per cent in 1957-1959 to 2.2 per cent in 
the mid-1960s. The growth of west European imports of 
manufactures from eastern Europe over the past decade 
should be seen against this background. 


Over the same period, the proportion of west Euro- 
pean exports to eastern Europe accounted for by manu- 
factures was approximately similar to the proportions in 


163 Tt should be noted that the commodity and country coverage of 
this table and Table 29 differ from the coverage of the rest of the 
data used in this section. 


Trade of OECD Europe in manufactures (SITC 5 to 8) 
( Percentages ) 


Imports 
1957-1959 1964-1966 


Exports 
: 3 1957-1959 1964-1966 
Shares in trade in manu- 
factures held by: 


OECD Europe .. 73.2 74.7 44.8 59.2 
Eastern Europe . . 2.5 22 3.0 3.3 
North America . 14.4 13.2 11.4 10.3 
Rest of the world . 9.9 9.9 40.8 27.2 


Share of manufactures in 
total trade with: 


OECD Europe .. 63.5 71.3 65.1 (PE 
Eastern Europe . . 30.4 32.8 я 74.8 
North America .. 39.9 515 80.7 82.7 
Rest of the world . 11.3 19.6 84.3 85.2 
Моне 40.5 53.3 73.8 76.6 


the other major trade flows. Although eastern Europe is 
still a comparatively small market for west European 
exports, it has increased in relative importance in recent 
years: in 1964-1966 its share of the region’s total ex- 
ports of these goods was 3.3 per cent compared with 
3.0 per cent in 1957-1959. 

These developments in the trends in total manufac- 
tures were reflected in the developments for a wide 
range of commodities. Table 29 shows the arithmetic 
average of the percentage share of eastern Europe in 
OECD Europe’s imports and exports of the principal 
commodities and commodity groups in the periods 1953- 
1966, and 1960-1966, as well as the trends for these 
shares (the coefficient determined by a least-square re- 
gression of the share on time). Over the longer period, a 


^ 135 Ships . es ee es: Е ee hee” .. oe | i 0.30 sie 1.53 

“ se | ea ae sate ae spinon ME ie vain | baa —0.15 3.8 =0:06 | 1.6 0.04 dT, 0.17 

_ 651 | Yamandthread ........ Е O00 On EDO AE (i peat ВНЕ 
841 Clothing, =. t. eens eb AME ad 2.4 —0.14 1.8 а a. 0.10 1.0 OAS nar 

_ 69 | Metal manufactures... ... » 1.2 0.06 © 50.9 —0.001 | 1.8 0.09. 2.1 0.13 

653 Otermtextile Габен 1.1 —0.01 1.0 0.02 1.4 0.00 1.4 0.06 

652 @ctonfanrice’s. ee ee № 4.0 —0.16 She) 0.26 O02 0.02 0.2 0.06 — 

мт о ee ОИ 22 0.14 27 0.06 

732 Road тогог-уе Все —........ 1.4 —0.12 1.0 —0.08 0.4 0.01 0.4 0.05 

Е er kee wee Me 5.9 —0.20 5.0 0.03 0.1 0.02 0.2 —0.02 

58 Plastiomaterialsice Мо 0s Skee eee a wre ке a 4.4 0.40 5.9 =—0A3 

И] Machinery (excluding electric) el 2 — 0.02 НЫ — 0.05 4.2 0.32 Е ОЕ. 

P Electric machinery and apparatus . . . 1.0 —0.02 0.8 —0.03 20 0.05 322 —0.15 


Source: OEEC—Statistical Bulletin—Foreign Trade, Series IV, Member 
countries combined—Foreign Trade by Commodity and Area of Origin and Destina- 
tion; OECD—Foreign trade, Series B, Commodity trade. 


declining trend is shown for the shares of imports for all 
the commodities in the table, although for cotton fabrics 
and “other textile fabrics”, the downward trend was 
apparently reversed in the 1960s. In marked contrast, the 
corresponding data on exports show increasing — al- 
though generally not very sharply — shares for all com- 
modities for the longer period, but falling shares in the 
1960s for plastic materials and the important machinery 
groups. 


As shown in the text-table below, western Europe’s 
export surplus in manufactured goods with eastern 
Europe rose from $500 million in 1957-1959 to 
$1,100 million in 1964-1966; this increase was offset 
by a rise in eastern Europe’s export surplus in non- 
manufactured goods. The favourable balance in manu- 
factures was entirely attributable to the industrialized 
countries of western Europe (the EEC and EFTA coun- 
tries less Portugal), the non-industrialized countries 
having an import surplus of rather over $100 million 
with eastern Europe. However, this latter group of coun- 
tries increased their exports of manufactures to eastern 
Europe at a rate almost three times as high as the rate 


Western Europe’s trade in manufactures with eastern Europe 
(annual averages) 


(т $ million and percentages ) 


Imports Exports 
Area of destination 1957- 1964- 0 1957- 1964- 6) 
for imports 1959 1966 , © 1959 1966 , % 
and origin for exports ($ mil.) ($ mil.) MEPease (у mil.) ($ mil.) increase 

Industrialized countries. 455 964 12) 10672206107 
Non-industrialized coun- 

tries Mey See И С, 194 444 129 TS 3129300 

Total western Europe. . 649 1408 117 1145 2518 120 


Nore. — Commodities listed in descending order according to 1960-1966 trend 
for exports. 


achieved by the industrialized countries, while their im- 
ports from eastern Europe expanded at only a slightly 
higher rate. 


As Table 32 shows, among the east European coun- 
tries eastern Germany and Czechoslovakia had the 
highest concentration on manufactures in exports to 
western Europe; but Rumania, Bulgaria, Poland and 
the Soviet Union, which in that order had the lowest 
concentration on manufactures in 1957-1959, experi- 
enced the fastest growth in that share. In the Soviet 
Union and Poland this shift was accompanied by a 
greater concentration on finished manufactures. In 
Hungary the share of capital goods in total manufac- 
tured goods exports fell sharply; in eastern Germany 
and Czechoslovakia there was little change in the com- 
position of manufactured exports to western Europe. 


The shift towards a higher share of manufactures in 
total imports from western Europe between 1957-1959 
and 1964-1966 was shared by all the eastern European 
countries except Poland, which also was the only coun- 
try to increase imports of semi-finished manufactures 
faster than imports of finished goods. The switch 
towards a higher share of manufactured consumers’ 
goods in total imports of manufactures from western 
Europe was sharpest in the Soviet Union, Rumania and 
eastern Germany; and eastern Germany, Bulgaria, 


Rumania and Hungary experienced the greatest shift 
towards capital goods. 


Judging from these data, eastern Germany is the most 
industrialized among the eastern European countries, 
manufactures accounting for over 80 per cent of total 
exports to western Europe (a share comparable with 
that found for industrial west European countries’ ех- 
ports to eastern Europe). The share of manufactures in 
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TABLE 30 | 
East-west European trade in manufactures, annual averages, 1957-1959 and 1964-1966. 


Current values in million US dollars and percentage changes 


Imports (c.i.f.) 


_No. Specification @ 
Value 
1957-1959 
Mainly semi-finished 
17 proud РОО а...” 17.6 
В. о acre 14.4 
19 а аа 13.3 
21 а <0 ts sae, eo 27.3 
23 Cements emt. cas sac м м 11.7 
25 asic:chemicals.. . J Е sac... : 53.1 
26:2! | Otherchemicals. . . i. « oF 24.5 
28 Не see Neen. cB 2: 48.4 
34 О « 485 сл: «аа, 101.0 
35 Won-ferrous’metals ср. а 61.2 
36 за лпаво асе. го. в. 14.5 
44 Pilscelisheods =... Ш... 35.4 
otal a. м ом 422.4 
Mainly investment goods 
37 Metal-working machinery ...... 19.1 
38 Other machinery (except electric) 63.9 
39 Electric: machinery... oe и .. 21.6 
41 Е seats as ashe «due 3 4.8 
42 Other transport equipment ...... 12.8 
с. GC ео 122.2 
Mainly consumers’ goods 
15 а А er ey: 3 6.5 
22 Е СНЕ к о 23.9 
24 ЗОНЕ. и. а. 221 
40 МОЕ Са с, Ч... съ 36.1 
43 instruments: watches. 295 . . 8. . bez 
otal Ween SER. BR. 104.4 
All manatactates (Ress ori. (i. 649.0 
ооо ве а GAs) i 1885.3 


Exports (f.0.b.) 


1968-1966 “change 1957-1959 19641966 change 
52.1 196 18.2 21.1 16 
24.7 72 32.4 63.3 95 
18.2 37 ВИЙ 111.9 108 
50.5 85 92.2 88.7 70 
20.3 74 7.9 22.8 189 

113.8 114 43.1 156.2 262 
58.7 140 67.8 223.6 230 
63.0 30 9.8 Pals 115 

253.8 151 252.9 285.6 13 

143.1 134 11.5 93.8 21 
34.9 141 27.8 79.9 187 
97.0 174 41.6 80.4 93 

930.1 120 684.9 1 248.4 82 
46.4 143 22.3 78.8 253 

125.3 96 214.7 556.9 159 
48.3 124 76.6 184.0 140 
17.9 273 81.6 214.1 162 
20.6 61 2.7) 49.7 291 

258.5 112 407.9 1083.5 166 
23.6 263 8.0 37.6 370 
63.9 167 9.2 63.5 590 
39.4 74 2.6 10.4 300 
50.9 41 14.2 35.5 150 
41.2 171 18.5 39 111 

219.0 110 52.5 186.1 254 

1407.6 117 1 145.3 2 518.0 120 
3 770.3 100 1 569.4 3223,7 105 


Sources: United Nations, ECE, Economic Bulletins for Europe, Appendix Tables В and С. 


@ The grouping corresponds to that used in the special articles on east-west Euro- 
pean trade published annually in the Economic Bulletin for Europe. It must be 
stressed that that classification was not made with a view to distinguishing be- 
tween manufactures at different levels of processing. Thus some of the groups 


east German imports from western Europe, about 
60 per cent in 1964-1966, is lower than found in other 
east European countries’ imports from western Eu- 
rope.’ 

Shifts in the commodity composition of west Euro- 
pean exports to eastern Europe were relatively more 
important than shifts in the reverse flow. The “mainly 
semi-finished ” category in Table 30 accounted for 
60 per cent of western exports in 1957-1959, but this 
figure had fallen to just under 50 per cent in 1964-1966. 
Of the finished manufactures, consumers’ goods showed 
a rather larger proportionate increase than investment 
goods, but the shares of these two categories in western 
Europe’s total exports of manufactures to eastern 
Europe —7 per cent and 43 per cent respectively — re- 
main strikingly different. In east European exports, 


164 It should be noted that trade between eastern and western 
Germany is excluded in all tables. 


here classified under the heading “ mainly semi-finished ” in fact include some 
finished goods. Conversely some semi-finished manufactures could be classified 
under finished goods. 


semi-finished goods accounted for about two-thirds, of 
total manufactured exports to western Europe in both 
periods. In both trade flows substantial changes (which 
are examined in more detail below) occurred within 
these three broad categories of commodities. 


The pronounced shift towards finished manufactures 
in western European exports to eastern Europe over the 
past decade reflected developments in both parts of 
Europe. In recent years, strategic controls on these ex- 
ports were modified or removed to a substantial extent. 
This move was accompanied — and in some cases prob- 
ably prompted — by the growing realization that eastern 
Europe constituted a promising market for industrial 
equipment (which led to a revision in credit terms ap- 
plied to such deliveries) as well as for other manufac- 
tures. These changes in western attitudes were met by a 
change in import priorities on the east European 
side — first towards more emphasis on investment goods 
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81 
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he S24 Е 29 ЧИ! 
МЕЕИ алая: с ее: =. 2 49 Дм 9 FLY) 
Belgium-Luxembourg ..... | 47 3k 273 
nrance: Рио киа $ 16 26 70 
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И — Countries listed in descending order according to the value of manufactured imports from eastern Europe and of exports to eastern Europe respectively in 


the 1964-1966 period. 


A: Share of manufactures in total import (or export) trade with eastern Europe. 
В: Value-in. million US dollars of imports (or exports) of manufactures. 


and, in more recent years, towards a significant increase 
in the importance of consumers’ goods — thus tending to 
reinforce the shift in the commodity composition of this 
trade. 


In appraising the prospects for a continued rapid 
expansion of east-west trade in manufactured goods, 
account must be taken of various factors which have 
affected past development and/or are expected to 
exercise a significant influence on future trade flows. 


C: Percentage distribution of trade in manufactures of: (1) mainly semi-finished 
articles (2) capital goods (3) manufactured consumers’ goods. 


The most important of these factors are economic inte- 
gration within western Europe, changes in economic 
objectives and priorities in eastern Europe and the devel- 
opment of various forms of economic and industrial co- 
operation between the two main parts of Europe. 

The decline in eastern Europe’s share in total imports 
of manufactured goods into OECD Europe from 1957- 
1959 to 1964-1966 was associated with the gradual estab- 
lishment of EEC and EFTA, which promoted intra- 
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TABLE 32 
Trade of individual east European countries with western Europe, annual averages 1957-1959 and 1964-1966 


Millions of US dollars and percentages 


пы. 1957-1959 1964-1966 
and destination for imports A B Cc A B Cc 
(Oe @) "DAG 
Exports from: 
Soviet Union. и. 23 198 86 9 6 2 
И 7 421 77 14 4 
zechosiovakials: аи 61 158 50 22 28 64 295 54 21 25 
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ae Е, Е Ny 22 И 80 13 “i 29 185 69 21 10 
ungary .......... 43 61 45 34 21 49 137 63 16 21 
Rumania TR icy ее eS See 9 8 75 13 12 18 52 83 5 12 
Bulgaria (iri eal set, 20 9 87 7 6 31 52 84 8 8 
Total (including Albania) . . 34 648 65 19 16 37 1 408 66 18 16 
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Eastern Germany. ...... 
Total (including Albania) 


Sources : Аз for Table 30. 
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Nore. — Countries listed in descending order according to the value of manufactured exports to or imports from western Europe in the 1964-1966 period. 


A: Share of manufactures in total export (or import) trade with western Europe. 
В: Value in million US dollars of imports (or exports) of manufactures. 


trade within each of these groupings. In the first place, 
the prospects of a common market or a free trade area 
had a spontaneous effect by making manufacturing en- 
terprises more export-minded than before. In fact, the 
response to the likelihood of intensified competition in 
home markets was often specialization and search for 
export outlets. In the circumstances, new exporters in 
particular tended to concentrate their efforts on coun- 
tries belonging to the same market. In the second place, 
tariff discrimination promoted industrial co-operation 
within each area. However, it may be argued that the 
general effect of EFTA and EEC as seen by the out- 
siders has been to promote trade in manufactured goods 
between the industrialized countries of western Europe. 
This trade was highly developed prior to the establish- 
ment of the groupings ; the efforts made by members of 
one grouping to maintain their markets in countries 
belonging to the other grouping have not facilitated the 
tasks of the outsiders. In this context it may also be 
noted that, in order to protect their market shares, 
exporting firms of grouping (A) have often established 
subsidiaries in the area of grouping (B) or concluded 
industrial co-operation agreements with producers of the 
latter area. The second method may of course at the 
same time serve to protect the market shares of produc- 
ers of (B) in the area of (A). 

On the other hand, EEC and EFTA may also have 
promoted certain east-west trade flows. Thus, the tariff 


C: Percentage distribution of trade in manufactures of: (1) mainly semi-finished 
articles (2) capital goods (3) manufactured consumers’ goods. 


discrimination encountered in one industrialized area of 
western Europe by exporters of the other industrialized 
area may have induced dynamic firms to seek export 
outlets in other parts of the world, including eastern 
Europe. Part of the increase in exports of manufactured 
goods to eastern Europe since 1957-1959 might be attri- 
buted to this factor, although the sharp rise registered in 
1966 and 1967 also reflects the slowing down of eco- 
nomic growth in western Europe (which, on the other 
hand, had a depressive influence on east European 
exports). Moreover, the significant increase in imports 
of manufactured goods into eastern Europe from west 
European countries which are not members of EFTA 
or EEC may be partly attributed to the difficulties 
these countries experienced in increasing their sales to 
the two groupings in accordance with the needs of their 
expanding industries.1® 


Although the effects of EEC and EFTA on east-west 
trade in manufactured goods are more varied than 
would appear at first glance, the net effect has been 
negative, in particular in respect of east European ex- 
ports. However, the impact of the two groupings was 
anticipatory to a significant extent and the discrimi- 


165 This is not to deny that some of these countries also registered 
high rates of growth of exports to the industrialized countries of 
western Europe. (See Chapter I, section 5.) However, in absolute 
terms, the gains achieved were comparatively modest. 


Ww Bulgaria, Hungary and Rumania have 
admitted to GATT as observers. Many west Euro- 
_ pean countries apply GATT tariffs indiscriminately, irre- 

spective of whether or not an exporting country is a 
member of GATT. 

As reported in this and earlier SURVEYS, economic 
policies in eastern Europe are increasingly guided by 
considerations pertaining to efficiency, quality, diversi- 
fication of output and, particularly in the more trade- 
dependent countries of the area, specialization and for- 
eign trade. At the same time, the economic reforms tend 
to enhance the scope for action and initiative by indus- 
trial associations and individual enterprises in respect of 
commercial transactions as well as production. In gen- 
eral, increasing attention is given to the progress in 
production techniques and efficiency which may be 
achieved through foreign trade and economic co-opera- 
tion, especially with highly industrialized countries out- 
side as well as inside the area. 

These developments have been associated with a proli- 
feration of economic contacts between eastern and west- 
ern Europe at the government level as well as at the level 
of manufacturing industry. Thus, a great number of 
inter-governmental agreements have been negotiated on 
scientific, industrial and technical co-operation ; sales of 
machinery and equipment by western firms are increas- 
ingly combined with technical and other forms of co- 
operation and many specialization agreements, often in- 
volving marketing arrangements, have been concluded 
between western and eastern enterprises or groups of 
enterprises. 

The statistical analysis of trade in the course of the 
period 1957-1959 to 1964-1966 and the brief appraisal of 
recent institutional developments show that east-west 
trade in manufactured goods is likely to expand at a 
rapid pace in coming years. However, this will not be 
sufficient to bring about a significant change in the level 
and structure of total east-west commodity trade. As 
shown above, east-west trade in manufactured goods still 
constitutes a comparatively small flow, particularly in 
relation to total west European trade in such goods. 
Attention is also drawn to the fact that west European 
imports of manufactured goods from eastern Europe 
constitute the bottleneck in this trade. The relevant ob- 
jective may be not to maintain past growth rates but 
rather to accelerate growth significantly in order to bring 
east-west trade in manufaciured goods to a level corres- 
ponding to the high degree of industrialization reached 
in both parts of Europe. In order to achieve such an 
objective, deliberate efforts would be required by gov- 
ernments as well as by enterprises. In particular, atten- 
tion may be given to the further development of east- 
west industrial co-operation, which is the subject of the 
last section of this chapter. 


Changes by main commodity groups 


The following figures are taken from the detailed east- 
west trade statistics published in the first issue of the 


and Poland enero 
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groupings are the same as those used in the Stat 
Appendices. The coverage of manufactures conto 
fairly closely to SITC 5-8 — the conventional defini 
of manufactured goods in international trade statist 

The development of trade in manufactures, by broad 
functional groups, is given in Table 30. This shows that 
the improvement in the western export surplus in trade 
in manufactured goods between the late 1950s and the | 
mid-1960s was largely attributable to trade in capital 
goods, which now account for the greater part of its 
export surplus with eastern Europe. Western exports 
grew faster than the reverse trade flow in all ten com- 
modity groups of finished goods, except for instruments 
and watches (43) 186 and ships and boats (41), in which 
annual changes in international trade tend to be highly 
erratic. 


Capital goods 


This category corresponds to SITC 7 (i.e. machinery 
and transport equipment) less road motor-vehicles. 
Western Europe’s exports to eastern Europe rose from 
an average of $408 million in 1957-1959 to 
$1,084 million in 1964-1966, while eastern exports 
increased from $122 million to $259 million. 


The rise in western exports was widespread as regards 
both markets and commodities, but one notable feature 
of this trade was the relatively slower expansion in the 
imports of the Soviet Union and Poland than in those of 
the other countries of the region. The Soviet Union’s 
share of this trade fell from over two-fifths in 1957 to 
about one-third in 1966 and Poland’s share from a fifth 
to 12 per cent. In marked contrast to the other countries 
of the region, capital goods accounted for a smaller 
share of Poland’s imports of manufactured goods in the 
mid-1960s than in 1957-1959. The counterpart to this 
comparatively slow growth was the extremely rapid 
expansion of the imports of the other eastern countries, 
in particular Rumania and Bulgaria; the growth of this 
trade occurred largely in the period after 1962. Since 
these two latter countries export negligible quantities of 
capital goods to western Europe, they now have substan- 
tial import surpluses in this category. All the countries 
of the region except eastern Germany and Albania had 
import surpluses in capital goods of over $100 million 
with western Europe in 1966, while for the Soviet Union 
the figure was $400 million. The region as a whole has 
an import surplus with the west in all the commodity 
groups except for trade in the comparatively insignificant 
agricultural machinery category. 


Throughout the period, rather over half the value of 
western exports of capital goods consisted of “other 
non-electric machinery” (38), which increased from 
$215 million in 1957-1959 to $557 million in 1964-1966. 
Ten years ago the Soviet Union and Poland were the 


186 The figures in brackets refer to the commodity groupings us 
. . . . ed 
in the Statistical Appendices to the Bulletins, aad 


main markets for these commodities, but both have had 
ortionately smaller increases than the rest of the 
оп. In recent years the largest rise has been in 
ulgarian imports : in 1964-1966 they were $94 million 
о compared with $38 million in the earlier period. 

__ As is often the case with international trade statistics, 
_ the largest single item in this commodity group is the 
_ miscellaneous category (SITC 719: “machines n.e.s., 
р non-electric ”), in which western exports amounted to 
_ $440 million, three-fifths of the total, in 1966. It was 
_ also the largest single item in each of the eastern coun- 
_ tries’ imports, except for Rumania, where power ma- 
_ chinery was particularly important. 


__ Throughout the last decade, western Germany was the 
f largest single west European supplier of non-electric 
_ machinery to eastern Europe. But it has tended to be 
_ relatively less dependent on the Soviet Union as а mar- 
ket than the other leading western suppliers and to have 
Е been particularly successful in the fast growing Bul- 
_ garian and Rumanian markets — in 1966 almost half of 
its exports of these goods to the region went to these 
_ two countries. Ten years ago Austria was the second 
largest exporter of these commodities to eastern Eu- 
rope, Poland being its principal market; but although 
still a major exporter it is now well behind the United 
Kingdom, Italy and France. Sweden and, in recent years, 
Yugoslavia have also had appreciable exports in this 
category. 

East European exports of non-electric machinery to 
western Europe is one example of a rapid rise — doubl- 
ing to $150 million in the three years to 1966 — after a 
period of several years during which they fluctuated 
around a fairly constant level. Poland has had a par- 
ticularly fast increase in these exports. About a third 
of the region’s trade was with Yugoslavia in the earlier 
years of the decade ; after 1962 its share rose appreciably, 
to about a half in recent years, and this country has 
thus been responsible for much of the recent big 
increase in eastern exports. 


Developments were fairly similar in trade in electric 
machinery (39) — western exports increasing at a fairly 
steady and quite impressive rate over the whole period, 
while the reverse trade flow rose sharply after 1962, 
following several years of near stability. Western Eu- 
rope’s favourable balance has grown considerably and it 
now has a surplus in all the commodity groups in this 
category (apart from the relatively small trade in do- 
mestic electrical equipment) and with all the eastern 
countries except eastern Germany. 


Almost the entire growth in the westward flow took 
place after 1962. As with non-electric machinery, much 
of the increase in that period was attributable to Yugo- 
slavia. This country was responsible, in fact, for almost 
a half of the increase of $160 million in western im- 
ports of capital goods from eastern Europe between 1962 
and 1966. 

The fastest growth in western exports occurred in 
“other transport equipment” (42) — railway vehicles, 
road vehicles other than motor-vehicles, and aircraft, of 
which the first is by far the most important in terms of 
value. This high growth rate, however, gives a rather 
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misleading impression of the development of this trade 
flow, since the increase was almost entirely due to large 
step increases in 1959-1960 and in 1965. The first was 
mainly attributable to French. exports to the Soviet 
Union and the second to Yugoslav exports of railway 
vehicles to Czechoslovakia and eastern Germany. Yugo- 
slavia’s exports of these goods now account for more 
than half the value of total western exports in this 
category. This trade flow is also notable for the excep- 
tionally low share held by the Soviet Union. Ships and 
boats (41) have been the fastest growing group of eastern 
exports of capital goods (and have also grown more 
rapidly than any group of consumer goods or semi- 
manufactures), but remain a comparatively small trade 
flow ($15 million in 1966). 


In marked contrast to other categories of capital 
goods, the eastward flow of metal-working machine- 
ry (37) has been fairly stable in recent years, following a 
particularly fast expansion up to 1963. The relatively 
largest increases occurred in exports to Bulgaria and 
Rumania; western Germany and Switzerland have 
tended to dominate the supply of this commodity. 


Consumer goods 


Western Europe’s exports of consumer goods rose at 
a substantially higher rate than its exports either of 
capital goods or of semi-manufactures (see Table 30), 
and also at a very considerably higher rate than eastern 
exports of consumer goods. As with capital goods, the 
greater part of this expansion took place between 1962 
and 1966, when exports increased from $66 million to 
$240 million. A major contributory factor to this ex- 
ceptionally high rate of growth has undoubtedly been 
the higher priority given to the satisfaction of consumers’ 
wants and the slowness of some domestic producers to 
adapt to the changes in consumers’ preferences that have 
accompanied the comparatively rapid increases in per- 
sonal incomes in eastern Europe in recent years. 


By 1966 the previous western deficit in this trade had 
been eliminated and the two trade flows were approxi- 
mately balanced. In contrast to developments in capital 
goods, the Soviet Union’s share in this trade increased 
proportionately faster than the average for the region. 
But Poland’s share — particularly high ten years ago 
—fell sharply, as did its share of the region’s imports 
of capital goods from western Europe. Western Europe 
now has import surpluses with Czechoslovakia, eastern 
Germany and Hungary, and export surpluses with the 
remaining countries. Its imports from all the eastern 
countries appear to have grown in recent years. 


Large increases occurred in western exports of all the 
five commodity groups, the rise being especially pro- 
nounced in made-up textiles and clothing (22). This 
trade flow was under $9 million in 1957 and only 
$13 million in 1962; but over the next four years 
it rose to $85 million, clothing less fur clothing 
(SITC 861) accounting for over three-quarters of this 
value. The Soviet Union accounts for almost two-thirds 
of clothing imports from the west and for over half of 


former favourable balance 


for much of 
for the disap- 


held between a quarter and а half ‹ 


_ Ш this commodity gro 
_ was Czechoslovakia. 


Europe’s 
on second largest importer 
The expansion of exports was 
largely attributable to Yugoslavia (about a third of the 
total in recent years), Italy and France. As with capital 


goods, Yugoslavia was responsible for a significant part 


of the éxpansion of trade in both directions in consumer 
goods, accounting for almost a third of the rise in both 
trade flows in the 1962-1966 period. By 1966 it ac- 
counted for a quarter of western Europe’s exports to, 
and a fifth of its imports from, eastern Europe. 

Eastern exports of textiles and clothing also ex- 
panded rapidly after 1962, principally to the United 
Kingdom, the Netherlands and Yugoslavia. The main 
exporting countries have been Czechoslovakia, eastern 
Germany and Hungary; in the last 2-3 years Poland’s 
exports of these goods to the west have grown signifi- 
cantly. However, clothing has a substantially smaller 
weight in eastern than in western exports of group 22: 
less than half and over three-quarters respectively in 1966. 


Trade in footwear, leather goods, fur clothing (15) 
has also risen fast in both directions since 1962, but 
western exports again increased at a substantially higher 
rate than the reverse flow, leading to a western export 
surplus in the mid-1960s. This trade is dominated by 
Yugoslavia on the supply side and, to an increasing 
extent over the decade, by the Soviet Union on the 
demand side. Western exports in this category consist 
almost entirely of footwear, in which it now has a 
substantial favourable balance (trade in this commodity 
was approximately balanced until 1962); this is partly 
offset by eastern export surpluses in travel goods and 
handbags and in fur clothing. 


East-west trade in glass, glassware and pottery (24) 
and in instruments, watches (43) followed roughly the 
same pattern: a relatively fast growth, with most of 
the expansion occurring after 1962. But while western 
exports of the_first group considerably outpaced eastern 
exports, in the second group eastern exports rose at a 
higher rate. Western exports of road motor-vehi- 
cles (40) also expanded extremely rapidly after 1963, 
quadrupling to $47 million over the next three years. 
All eastern markets shared in this growth except for the 
Soviet Union, where imports remain negligible. Eastern 
exports of motor-cars— largely from Czechoslovakia, 
the Soviet Union and eastern Germany—have shown 
very little growth over the past ten years. 


Semi-manufactured goods 


Trade between eastern and western Europe in che- 
micals (25, 26 and 27) expanded rapidly over the past 
decade. This was the fastest growing sector in western 
exports of semi-manufactures, and the share of che- 
micals in total exports to eastern Europe rose from 
7 per cent in 1957-1959 to 12 per cent in 1964-1966. 
Western Europe now has a substantial favourable bal- 
ance in this trade (over $200 million in 1964-1966, 
compared with $33 million in 1957-1959), of which the 


‘portant commodities (see capital goods, above), 


ports throughout the period : as with certain oth 


pears to have been particularly successful in capturing a 
large part of the rapidly expanding trade with Bulgaria 


and Rumania in recent years. The other major export- 


ers, in order of importance, have been the United т 
dom, Italy, France and Yugoslavia. The Soviet Union is 
the major eastern market, and has also been one of the 
fastest growing : in 1963-1966 it accounted for a third of 
total imports of chemicals as against 17 per cent in 1957. 

Although east European exports of chemicals grew at 
an appreciably slower rate than western exports for the 
decade as a whole, the differential was considerably 
smaller in the second half than in the first half of the 
period (between 1962 and 1966 western exports grew at 
only a marginally higher rate than the reverse trade 
flow), due both to a slowing down in the rate of 
expansion of western exports and to an acceleration in 
the rate for eastern exports, which doubled to over 
$200 million in the three years to 1966. Poland, eastern 
Germany, Czechoslovakia and the Soviet Union have 
been mainly responsible for this trade, but the other 
eastern countries have recently started to expand their 
exports at a substantial rate. Yugoslavia, with imports 
of over $40 million or about one-fifth of the total, was 
the biggest single importer in 1966. 


The growth of trade in both directions in fertil- 
izers (28) has been comparatively modest. Eastern ex- 
ports have been almost entirely from eastern Germany 
and the Soviet Union, the latter achieving a somewhat 
higher growth rate than the former. The reverse trade 
flow fell sharply in the earlier years and by 1962 had 
almost reached the point of disappearance, but in the 
subsequent four years a substantial recovery occurred, 
mainly in the Polish market. Eastern Europe maintained 
a favourable balance in this commodity throughout the 
period. 


Wood products, including furniture (17) was one of 
the few categories of manufactured goods in which, for 
the period as a whole, the rate of growth of eastern 
exports was substantially higher than of western ex- 
ports. The westward flow of goods consisted largely of 
veneers and plywood and of furniture. The other two 
semi-manufactured groups in which eastern exports 
grew faster, in absolute as well as relative terms, than 
western exports were iron and steel (34) and non-fer- 
rous metals (35). Eastern exports of iron and steel in- 
creased at a fairly steady pace, from just over 
$100 million in 1957 to $275 million in 1966. This 
development was in marked contrast to that of western 
exports, where annual fluctuations, in both directions, 
have tended to be extremely large. In 1960, for instance, 
they rose by $170 million to $450 million, while in 
1963 they fell by $120 million. One result of these 
erratic changes has been to distort the trend for total 
trade in manufactures. Most of the rise in eastern ex- 
ports of non-ferrous metals took place between 1963 
and 1966, trade quadrupling in value to almost 
$200 million in that period. The Soviet Union domi- 
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supplies of nickel and aluminium, while Bulgaria 


| я exporter of lead and, together with Po- 
Paper and manufactures (19), yarn and fabrics (21), 
lime, cement and bricks (23), and metal manufac- 
_tures (36) are further commodities in which the growth 
of trade in both directions has largely been confined to 
4 ; 


er Pa 


the period since 1962. In the subsequent four years, 
trade flows in both directions at least doubled in value 
for all four of these groups, while eastern exports of 
lime and cement tripled and of metal manufactures 
quadrupled. Most countries of the region participated in 
the increase in this last trade flow which was made up 
of a large variety of goods. 


7: 8. Мот ON INDUSTRIAL CO-OPERATION 


___As pointed out in the last SuRvey,"®* the consider- 

able expansion of trade between eastern and western 

_ Europe in the last decade has done little more than keep 
pace with the growth of total foreign trade of each 

_ group. However, the SuRvEY observed that the con- 
ditions governing the future development of economic 
relations were expected to improve as a result of new 

"types of co-operation in the industrial and technological 
fields. In particular, it was thought that east-west indus- 
trial co-operation was a promising way of extending to 
east-west relationships the division of labour in manu- 
facturing which is normal within each group. 

It is generally recognized that, in an era of technical 
progress and specialization, industrial co-operation is 
called upon to play an important role in promoting and 
supporting trade, especially in respect of manufacturing, 
which constitutes the most dynamic component of inter- 
national trade. In fact, the rapid expansion of trade in 
manufactured goods between the developed market econ- 
omies of western Europe has been associated with 
industrial arrangements of a contractual or organic 
nature between enterprises located in different countries. 
These arrangements, while promoting trade within the 
area, have tended to reduce the role of price competi- 
tion, at least in the short run, and to make access to the 
west European market increasingly difficult for the out- 
sider. Various forms of industrial co-operation have also 
been developed in eastern Europe in order to promote 
technical progress, specialization and foreign trade within 
that area. 


Viewed against this background, further development 
of industrial co-operation between the two main parts of 
Europe might be expected to make a significant contri- 
bution to a decisive breakthrough in east-west trade 
associated with a radical change in its prevailing com- 
modity pattern.16° This would also permit individual 
countries to share in the progress achieved in the other 
area and, in general, to contribute to the economic 
growth of the region as a whole by allowing the existing 
technical and economic potentials to be exploited in a 
more rational way. 


However, industrial co-operation can only develop on 
the basis of appropriate attitudes and policies. Prospects 
for, and obstacles to, this form of co-operation should, 


168 Chapter Ш, pp. 32-35. 

189 According to the statistics presented in the previous section of 
this chapter, manufactured goods accounted in 1964-1966 for three- 
quarters of OECD Europe’s total exports to eastern Europe but only 
one-third of the region’s total imports from eastern Europe. 


therefore, be investigated. Available information on the 
actual contents of east-west industrial co-operation 
agreements, and on the problems involved, is still rather 
limited. However. it is hoped that the present note may 
provide a starting point for further studies, with a view 
to identifying the most promising forms of further indus- 
trial co-operation as well as the existing obstacles and 
the policy measures which may be applied to overcome 


them. 


* 
* * 


Two limitations of this note should be borne in mind. 
The discussion is confined to the manufacturing sector 
and, within this sector, the focus is on relations between 
individual enterprises or groups of enterprises. However, 
it is recognized that co-operation in the manufacturing 
sector may be combined with agreements concerning, for 
example, the distribution of natural gas. It should also 
be understood that co-operation between manufacturing 
enterprises can be, and in fact often is, guided and 
promoted by inter-governmental agreements. 


Types of industrial co-operation 


Industrial co-operation at the international level ought 
to: be distinguished from other types of inter-industrial 
relations. This may best be achieved by means of a 
classification of industrial co-operation by major cate- 
gories based on criteria selected according to the present 
analytical purpose. In this note, industrial co-operation 
is considered in broad terms to include the following 
four categories of agreements or arrangements between 
manufacturing enterprises (defined as distinct legal enti- 
ties) located in different countries : 

(a) technological arrangements ranging from an ex- 
change of know-how (including some technical co-oper- 
ation and exchange of personnel) to joint research and 
development projects in specific fields ; 

(b) specialization arrangements which may be sub- 
divided into two groups ; 

(i) arrangements concerning deliveries of specified in- 
puts (including easily identifiable parts of the final 
product, such as engines or electrical equipment) 
calling for flows of goods in one or several direc- 
tions ; 

arrangements concerning production of specific 
items of final output aimed at reaping the benefits of 
specialization while maintaining or even enlarging 
the assortment of goods for sale by one or both 
partners ; 


(ii) 


Pane 
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marketing arrangements providing for the use by 
ка of ‘the sales and service networks of 
another enterprise, or for the establishment of a joint 
network. 

It goes without saying that the actual picture is much 
more complicated than indicated by this classification. 
Virtually any of the four types mentioned can be sub- 
divided into more specific arrangements ; on the other 
hand, they also may combine into more comprehensive 
and more complex forms of industrial co-operation 
which, as explained below, may involve participation by 
three or more partners. 

The classifications introduced do not include agree- 
ments limited to joint price policies and market sharing, 
but such agreements may be asscciated with one or more 
of the types of industrial co-operation distinguished. 
Correspondingly, sales and purchases of patents and 
licences are included only to the extent that they are 
combined with agreements concerning, for example, 
technical co-operation. 

In order to be considered as industrial co-operation, 
agreements between enterprises ought to be embodied in 
a contract calling for recurrent or continuous activities 
over a certain périod of time (e.g. deliveries of inputs 
according to a contract of several years’ duration) or for 
co-operation on a project of a certain complexity and 
duration (e.g. participation in the construction of a 
plant). In practice, however, allowance should be made 
for the fact that a general understanding between enter- 
prises based on many years of mutually beneficial busi- 
ness may be as effective as a formal contract. 


In this note, the relations between a parent company 
and its subsidiaries as well as between the subsidiaries 
themselves are considered as forms of industrial co- 
operation, to the extent that they fall within the cate- 
gories distinguished above. This “ organic” form of со- 
operation is widespread in market economies . where 
acquisition of control of an enterprise (take-over) or a 
merger between two or more enterprises can be con- 
sidered as alternatives to contractual agreements be- 
tween independent decision-making units. In practice, 
account should also be taken of the various types of 
arrangements falling between the straight cases of or- 
ganic and contractual (or non-organic) co-operation. 

Apart from the common, financial interests which 
usually underlie organic co-operation, it would seem 
that one of the major characteristics of the latter is the 
centralization of certain policy decisions which, in prin- 
ciple, should provide for more orderly and more efficient 
arrangements among the various units. In practice, how- 
ever, both the effectiveness and the efficiency of central 
management can vary a great deal, mainly depending on 
the decision structure and the organization of informa- 
tion within a large concern characterized by a vast and 
complex field of operation. Moreover, some of the non- 
organic co-operation arrangements conceived for longer 
periods of time may be based on highly co-ordinated 
policies in specific fields, thus making the institution of a 


perior to co-operation between Ик = 
though the proliferation of the former in 
economies obviously indicates its vitality. eg 
The industrial associations of east European coun! 
may be considered in certain respects as the count 

of the big western corporations or concerns. In brief, 
industrial association is a vertical or horizontal organiza- 
tion of enterprises which promotes co-operation between 
its members as well as with other industrial associations. 
However, the system of ownership is different. More- 
over, the eastern industrial association does not, as a 
rule, control production enterprises operating . abroad, 
and the establishment by foreign enterprises of subsid- 
iaries in eastern countries is not allowed under existing 
regulations. As explained, and discussed further in the 
last section of this note, east-west industrial co-operation 
must therefore be based on contractual arrangements. 


East-west industrial co-operation agreements 


Recent years have witnessed a significant increase in 
industrial co-operation agreements between eastern and 
western manufacturing enterprises or groups of enter- 
prises. Examples of such agreements were given in the 
last SuRvEY.1” In this note, some general comments 
will be made on the types of agreement concluded, 
bearing in mind the classification presented above. As 
already noted, each of the four types distinguished may 
be combined with one or more of the other types. This 
applies particularly to technological and marketing ar- 
rangements (types (а) and (4) above). It is convenient, 
therefore, to restrict the following discussion to special- 
ization agreements (type (5)) and to deliveries of ma- 
chinery and equipment combined with supply of tech- 
nical know-how (type (c)). Before doing so, however, -it 
would seem appropriate to draw attention to the role of 
inter-governmental agreements in the field of scientific. 
industrial and technical co-operation. 


Since October 1966, some 17 inter-governmental 
agreements have been concluded on scientific, industrial 
and technical со-ореганоп.!1 These agreements envis- 
aged the establishment of joint committees, the organi- 
zation of technical exhibitions and fairs, conferences 
and seminars, the exchange of licences, patents and 
know-how, arrangements for joint study and research, 
exchange of research personnel, etc. They provide a 
general framework for co-operation between enterprises 
and also promote such co-operation, sometimes by spe- 
cific means. Thus, the accord concluded between France 
and the Soviet Union in June 1966 provides for an 
elaborate structure headed by a permanent commission 
(la Grande Commission) composed of high-level minister- 
ial representatives to meet at least once a year in order 


179 See the 1966 Survey, Chapter Ш, pp. 32-35. 


sai Bilateral agreements of this type were concluded by Italy with 
Bulgaria and Rumania; France with Hungary, Poland and Rumania; 
Denmark with Bulgaria, Poland and Rumania; Switzerland with 
Poland; Benelux with Hungary; the Netherlands with Poland; 
Federal Republic of Germany with Rumania; and the United 
Kingdom with Hungary, Rumania, Poland and the Soviet Union. 
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_ In this context, it may be noted that the practice of 
the Soviet Union is to arrange for scientific and technical 
co-operation with western firms on the basis of. agree- 
ments with the Soviet State Committee on Science and 
Technology. These agreements provide for mutual ex- 
changes of technical information and co-operation in 
industrial research as well as for sales of equipment and 
technical know-how. 

Turning to industrial co-operation between enter- 
prises, specialization agreements will be considered first. 
These agreements may be of a relatively simple nature, 
arranging for deliveries of manufactured inputs or final 
products over a certain period of time from one produc- 
tion enterprise to another according to the specifications 
of the buyer. Many agreements of this type are probably 
concluded by comparatively small or medium-sized 
western enterprises. 

The most widely known examples of specialization 
agreements have been negotiated between relatively 
large companies or organizations and are often of a 
rather complex nature, involving also technical co- 
operation and/or marketing arrangements. Thus, deliv- 
eries of inputs from a western to an eastern enterprise 
may be associated with arrangements enabling the latter 
to manufacture the final product on licence for sale in 
eastern Europe. Other agreements provide for specializa- 
tion in making components and for their exchange be- 
tween the partners, each enterprise assembling the final 
product. This type of agreement may be combined with 
arrangements for marketing and servicing of the final 
product in third countries. ; 

While specialization agreements concern recurrent or 
continuous activities over a certain period of time, deliv- 
eries of machinery and equipment combined with supply 
of know-how, are, as a rule, related to an investment 
project, e.g. the construction of a new plant.*”? Domestic 
enterprises (i.e. enterprises in the country where the new 
plant is to be located) will, as a rule, construct the 
factory buildings as well as the necessary infrastructure. 
In the case of big projects, this type of co-operation may 
involve more than one foreign partner, although only 
one partner may be responsible to the domestic con- 
tractor. Thus, a western and an eastern company may 
co-operate in the construction of a plant in another 
eastern country or in a developing country. Moreover, 
the co-operation may extend beyond the date of com- 


173 See the 1966 SuRvEY, Chapter Ш, р. 33, for information on 
agreements concluded between western automobile firms and east 


European countries. 


pletion of a project, particularly when a company 
delivers machinery and equipment for the construction 
abroad of a plant within its own branch of activity. In 


‘such a case, the agreement may include arrangements 
_ for future deliveries of component parts of the final 


product (one- or two-way flows) between the two part- 
ners. Comparatively small countries embarking upon 
new types of production may achieve significant eco- 
nomies of scale through arrangements of this type. 

Enterprises of many countries are engaged in indus- 
trial co-operation along the lines described above. How- 
ever, no example has been reported of specialization 
agreements concluded directly between enterprises of the 
Soviet Union and west European enterprises. On the 
other hand, the Soviet Union has concluded many agree- 
ments with wesiern enterprises for the construction of 
plants in the Soviet Union as well as for technical and 
scientific co-operatidn (see also above). Moreover, the 
Soviet Union has concluded an agreement with Finland 
for the construction in the latter country of a metallur- 
gical plant. 


The general background 


The urge for industrial co-operation, which increas- 
ingly assumes international proportions, may be better 
understood by looking at the objectives of the big and 
dynamic industries in the present conditions of rapid 
technical changes, rising incomes and ever more sophisti- 
cated demand. These objectives may vary somewhat 
according to firm, branch and country; differences can 
also be found when comparing firms of the two Euro- 
pean areas. However, a closer look would also reveal 
striking similarities in objectives irrespective of the insti- 
tutional environment. Experience in both west and east 
tends to confirm that big and dynamic industries can 
successfully develop only if they duly observe the re- 
quirements of technical and economic progress. Conse- 
quently, industrial managements are called upon to cope 
with increasingly similar sets of problems. The methods 
applied differ, although less so than in the past. With the 
drive towards economic efficiency and greater autonomy 
of the production units in eastern countries, as well as 
with the efforts of western firms to reduce uncertainty, 
the differences in technological policies and management 
methods at the enterprise level are likely to diminish 
further. 

One of the well-known features of current industrial 
development — perhaps the most salient one— is the 
new role of research. The importance of industrial re- 
search has acquired a new dimension by extending more 
and more into fundamental research. Few European 
firms, and even few countries, are in a position to de- 
velop research activities by their own means on a 
sufficiently large scale. Moreover, what may have been 
sufficient yesterday is likely to fall short of tomorrow’s 
requirements. In order to keep in step with the tremeu- 
dous advance of science and technology, industry is 
therefore likely to rely increasingly on international co- 
operation. 

The following paragraphs apply more particularly to 
the western firm. However, in the light of what has been 
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said above, and with appropriate modifications, they 
should not be much less relevant for industries of the 
eastern European countries. The relevance would be 
enhanced, if (i) the objectives and behaviour of the firm 
are primarily regarded in an international context, 1.е. 
in the light of the problems which have to be faced when 
competing on foreign markets ; and (ii) account is taken 
of the actual and/or prospective changes in the position 
of the eastern European firm which is increasingly called 
upon to operate as a profitable and financially self- 
supporting organization. 

The western firm is generally supposed to maximize 
profits, or turnover subject to a rate of profits which 
would satisfy the requirements for dividend payments 
and self-financing of expenditure for future growth. It is 
important to note that the time horizon of maximiza- 
tion tends to increase as a result of the complex nature 
of modern industrial production, which involves time- 
consuming and costly activities of research and develop- 
ment, production planning and marketing. 

In dynamic industries, the emphasis tends to shift 
from price competition to technological competition 
based on a continuous flow of new or improved pro- 
ducts. In other words, the technical progress embodied 
in the product tends to become a decisive factor for 
success. In such conditions, the expanding firm has to 
devote a growing part of its efforts and resources to 
research and development, which, as already stated, may 
well go beyond the boundaries of applied research. It is 
research which is expected to provide technical innova- 
tions, improvements in the organization and technology 
of production (leading to greater efficiency) and/or in 
the application of new-product innovations which play a 
crucial role in market expansion. 

On the other hand, the research and production effort 
has to be intimately linked to market analysis and or- 
ganization of sales. Increasing attention is given to the 
development of advanced methods of market analysis, 
efficient advertising, public relations activities, a well- 
organized set of marketing agencies and, more often 
than not, a vast and efficient network of services. 

Taken together, the production and marketing efforts 
require careful planning which, in turn, explains the 
interest of modern firms in reducing uncertainty. Ameri- 
can corporations are generally thought to plan within a 
time horizon of 5-15 years ; in western Europe, the time 
horizon is believed to be considerably shorter but this is 
generally considered as a drawback. In this context, it is 
of interest to note that the great emphasis on medium- 
and long-term plans in more recent years in virtually all 
east European countries is partly based on the argument 
that, in-order to plan their activities successfully, indus- 
trial undertakings need longer periods of time and stabi- 
lized environmental conditions. 

The keen interest shown by big west European firms in 
industrial co-operation should be appraised against the 
general background indicated above. However, recent 
developments also reflect the fact that the increase in 
the market brought about by growth and economic 
integration has called for a drastic revision of views on 
the optimum size of firms and plants. In these circum- 
stances, efforts are being made to increase competi- 


tiveness through new investment, specialization and con- 
centration of economic activity through mergers and 
other means. al MEAQAIOMAR 

The previous paragraphs may be said to be biased 
since they refer to relatively big firms in dynamic, sci- 
ence-intensive branches of industry. However, it is pre- 
cisely in these branches that industrial co-operation is 
widespread and indeed tends to be essential for small 
and medium-sized firms, the competitiveness of which 
depends largely on specialization. At the same time, it 
should be pointed out that industrial co-operation is by 
no means restricted to dynamic industries. Thus, in 
western Europe, and perhaps especially in the smaller 
countries, competition in traditional industries promotes 
industrial co-operation in the form of arrangements con- 
cerning production of specific items of final output (cf. 
type (b) (ii) above). 


Motivation 


A closer analysis of the direct motivation for east-west 
industrial co-operation might provide more elements for 
an appraisal of its prospects and, in particular, of the 
relative prospects of its various types. It would seem 
appropriate, for this purpose, to concentrate the analysis 
at the level of the firm since it is the individual firm 
which assumes the role of the direct agent. In this 
respect, however, the symmetry between eastern and 
western Europe is not perfect. Although government 
preferences also play a role in western Europe, as wit- 
nessed by the proliferation of inter-governmental agree- 
ments on science and technology, the western industrial 
firm is essentially left free to pursue its own interests and 
preferences within the framework of rather general rules 
and regulations; moreover, it is as a rule confronted 
with strong foreign competition in the home market. In 
eastern Europe, on the other hand, the enterprise is 
called upon to observe preferences laid down by the 
central authorities, while being largely protected against 
direct foreign competition at home. The observance of 
central preferences by the enterprise may not be imposed 
in a direct way; in fact, one of the main objectives of 
the present reforms is to reduce direct administrative 
interference and to enhance the role of more flexible 
policy instruments. Nevertheless, an individual enter- 
prise will still have to follow a line of conduct which, 
according to the country, may be decided upon at differ- 
ent decision-making levels such as ministries and indus- 
trial associations. In some countries, such as Czecho- 
slovakia, the authority of the ministry is being reduced 
while the directors of an association tend increasingly to 
become responsible for functions similar to those as- 
sumed by the central management of a big western 
concern. In other countries, however, the role and organ- 
izational set-up tend to vary, but, on the whole, the 
relations between the industrial association and the en- 
terprise are still marked by elements of administrative 
subordination. The picture is, moreover, complicated by 
the fact that in none of the countries of eastern Europe 
are the existing or envisaged relations between the vari- 
ous decision-making levels considered as final ; new solu- 
tions may be found in the process but their nature 
cannot be predicted at this stage. 
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__ ® Western Europe 


In concluding specialization agreements with eastern 
enterprises or organizations, the western firm may be 


mainly motivated by considerations pertaining to the 


reduction in costs resulting from a more economic utiliz- 
ation of available capacity.” As explained earlier, 
these agreements may concern final products as well as 
inputs. The cost reduction achieved by the western firm 


_ may be due to the specialization effect in respect to its 


_ own production (e.g. decline in cost per unit of the 


inputs which the firm continues to produce) as well as to 
a differential between the cost of the product delivered 
by the eastern firm and the cost of self-production of the 
same product. Gains of this type may in turn reflect 
differences in labour costs, in which case there would be 
a tendency to place orders for relatively labour-intensive 
products in eastern Europe. However, neither western 
nor eastern Europe represents homogeneous units in this 
respect. Thus, deals based on labour cost differentials 
can be concluded within western Europe. 


Agreements of the above type may also be linked to 
the wish of the western partners to expand production. 
If labour is scarce at home, expansion may be realized 
through immigration of labour, direct investment in a 
country with excess labour, or the conclusion of sub- 
contracts with foreign producers. In deciding between 
these alternatives, costs are, of course, taken into 
account. 


So far, references have only been made to agreements 
which involve imports from eastern Europe. However, 
specialization may call for flows from western Europe 
to eastern Europe or for flows in both directions. In 
such cases, the objective of export expansion may also 
enter into the motivation of the western firm. It would 
seem, however, that for medium-sized firms, export 
expansion has not so far been a dominating motive. In 
the case of a large corporation, on the other hand, this 
motive may be strong since conditions and prospects, 
and also the available means, are quite different from 
those of medium-sized firms. 


Available information seems to indicate that big west- 
ern corporations tend to conclude agreements of a very 
diversified nature in order to implement their long-term 
policies of expansion on a large scale. These agreements 
concern specialization as well as investment projects 
involving technical co-operation and deliveries of ma- 
chinery and equipment by western firms. Both types may 
be combined, since — as already noted — the “ project ” 
co-operation may continue beyond the date of comple- 
tion of a new plant. Thus, the agreements concluded 
between eastern countries and western automobile com- 
panies may result in significant activities over a com- 
paratively long period of time by the latter in technical 
co-operation, service and export of components and 
licences over a large part of eastern Europe. 


The classical motivation behind the decision to under- 
take long-term foreign investment by a private firm 


173 The reduction in costs may be refiected in an increase in profits 
for the financing of the expansion and modernization of the firm 
rather than in lower prices of its products. 


(direct investment), i.e. higher capital profitability than 
otherwise possible, or indirect profitability by establish- 
ing a new source of cheap raw materials for home 
production, does not play any major role in east-west 
industrial co-operation. In fact, long-term investment 
linked to the ownership of the parent firm or its subsi- 
diaries has not been possible in countries of eastern 
Europe. On the other hand, industrial co-operation in- 
volving deliveries of machinery and equipment on credit 
has developed rapidly over the past few years, being 
associated with other arrangements between interested 
firms. In concluding such agreements, the western firms 
are not induced by investment motivations, but by a 
mixture of motives where the long-term expansion of 
exports has a high priority. The credit granted by the 
firms can be paid off by instalments, including interest ; 
also, other forms of repayment can be foreseen in parti- 
cular circumstances, such as imports of goods produced 
by the new plant, or participation in profits. 


(b) Eastern Europe 


As already stated, the direct motivation for industrial 
co-operation in eastern Europe may not always be found 
at the level of the firm. Nevertheless, there are a few 
general factors which act at virtually all decision-making 
levels, including that of the enterprise, and which, at the 
risk of some repetition, should be spelled out. 

First, as is well known, the structure of industry in all 
countries of the area is in a process of rapid change, 
characterized by the fast development of new and dy- 
namic branches, such as the chemicals, electronics and 
automobile industries. The need for applying the most 
advanced techniques available to such industries is а 
strong inducement for co-operation with advanced west 
European firms. 

Secondly, the development of these new branches 
tends to increase import requirements from western Eu- 
rope—a trend which is further reinforced by rising 
personal incomes and greater complexity in the patterns 
of demand. In all countries of the area, industrial co- 
operation is looked upon as an important expedient for 
promoting trade with western Europe, both in the short 
run (through trade generating forms of industrial co- 
operation) and in a longer rum»(through the improved 
export performances of domestic industries owing to 
technical and other improvements obtained through in- 
dustrial co-operation). 

Thirdly, account should be taken of the actual and 
expected effects of institutional developments under 
way, mentioned earlier. 

Nevertheless, some differences in motivation in com- 
parison with those actuating western firms do exist, 
although they may not amount to more than differences 
in emphasis. 

In the case of production-inputs arrangements, for 
instance, the motivation of an eastern organization as 
sub-contractor of a western firm seems to be рге- 
dominantly based on the expected expansion of its ex- 
ports to the west. The reduction of costs which is the 
main motive for western firms is usually a subsidiary 
motive for the eastern organization. This difference in 


_ motivation seems to account for the fact that many input 
agreements give rise to one-way flows, i.e. from eastern 
to western Europe. If, on the other hand, a western firm 
acts as sub-contractor for an eastern firm, which pro- 
duces the final product, the motivation of the eastern 
firm is usually associated with technical progress. A 
mixture of motives may be found when both partners 
agree to produce the final product from component parts 
made by each of them, and when the western firm takes 
charge of marketing operations on west European 
markets. 

Many east-west agreements call for two-way flows of 
research achievements and technical know-how; each 
side has something to learn from the other side. How- 
ever, it would seem that, in respect of most branches of 
industry, the technical motive for industrial co-operation 
at the enterprise level is stronger on the eastern than on 
the western side. This is also reflected in the interest on 
the eastern side in imports of up-to-date machinery and 
equipment ; an interest which may well extend to joint 
ventures of a long-term nature involving big projects, 
such as, for example, the development of natural 
resources. 

Export expansion is the other strong motive in the 
east ; at the present stage, it is not matched by motiva- 
tion of the same intensity among western firms in general 
for export expansion to the eastern European area. 
The adaptation of output patterns to the sophisticated 
demand requirements in most west European countries 
is a time-consuming process. Moreover, as indicated 
earlier, even competitive exports of high quality have 
increasingly to be backed by adequate marketing organ- 
izations. This seems to indicate that eastern firms would 
be particularly interested in all kinds of marketing ar- 
rangements which can be associated with co-production, 
technical co-operation and imports of machinery and 
equipment. Priority is likely to be given to marketing 
agreements concerning western developed market eco- 
nomies, although some of the recently concluded co- 
Operation agreements provide the eastern organization 
with the rights of exclusive marketing of the new final 
product based on licensing and co-production in the 
whole eastern European area. 


Industrial co-operation between firms and organiza- 
tions in eastern and wé€stern Europe may aim at ex- 
panding trade with developing countries and/or at ex- 
panding output in these countries. There does not seem 
to be any significant difference in motivation in east and 
west with respect.to such joint ventures. At any rate, 
many agreements of mutual benefit have been concluded 
in recent years. This form of industrial co-operation is 
also of great interest to the developing countries, parti- 
cularly when the objective is the establishment of a new 
plant in other parts of the world, combined — whenever 
relevant — with marketing arrangements for 165 
products. 


* 
* * 


The differences in motivation indicated above do not 
per se constitute a significant obstacle to the expansion 
of industrial co-operation between the two main parts of 
Europe in the long run, Both western and eastern enter: 
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prises are vitally interested in growth and efficiency. In — 
the short run, however, the differences in motivation are 
more significant; in brief, they reflect the fact that @ 

notwithstanding the amount of credit which may be 

granted by western firms, eastern exports to western 

Europe tend to determine the value of eastern European 

imports from western sources ; and (ii) eastern countries 

tend to give top priority to imports of machinery, equip- 

ment and technical know-how. The latter is reflected in 

the commodity composition of east-west trade in manu- 

factures. As shown in Table 30 of this chapter, 43 per 

cent of western European exports of manufactures to 

eastern Europe in 1964-1966 consisted of capital goods 

as compared with a corresponding figure of 18 per cent 

on the import side. 

It is not possible to express the effect of industrial co- 
operation on east-west trade in manufactured goods in 
quantitative terms ; nor is it possible to indicate statisti- 
cally its effect on the relative growth rates of each flow 
of manufactured goods between the two parts of Europe. 
But it is known that from 1957-1959/1964-1966 western 
exports increased slightly faster than eastern exports 
and that the west European export surplus in trade in 
manufactured goods with eastern Europe rose signifi- 
cantly during the same period.1* Industrial co-operation 
often calls for two-way trade flows, but it might be 
appropriate at the present time to give special attention 
to agreements which have the largest impact on eastern 
exports of manufactured goods to western Europe. 
Efforts in this direction should include semi-manufac- 
tured as well as finished goods. There are already cases 
where medium-sized western firms consider it profitable 
to import from eastern sources consumers’ goods pro- 
duced according to their own designs. From the point of 
view of the eastern partner, this method has also the 
merit of solving the marketing problem. Existing agree- 
ments of the type in question do not always represent 
industrial co-operation strictly defined, but trade along 
the lines indicated may develop into firm business rela- 
tions irrespective of whether or not they are based on 
formal contracts of a more lasting nature. So far, it 
seems that relatively big western corporations have pre- 
dominated in industrial co-operation with eastern Eu- 
rope. However, there may be promising prospects for 
increasing interest on the part of the medium-sized west- 
ern firms in industrial co-operation of the specialization 
type. 


Organic and non-organic co-operation 


In this section, organic and non-organic co-operation 
will be discussed against the background of recent eco- 
nomic and institutional developments. The interest is 
focused on non-organic or contractual arrangements, 
which are relied upon in east-west industrial со-орега- 
tion and which would seem to deserve further inves- 
tigation. 

_ From a purely formal legal point of view, the distinc- 
tion between non-organic and organic co-operation 
based on the concepts of ownership and control seems 
clear, although difficult border cases are encountered in 


174 See section 7 of this chapter. 


the case of the former, the objectives and 
| through contracts between two or 
veral independent decision-making units (although, as 
dicated in the introduction to this section, informal 
arrangements between firms are not rare in practice). 
з Organic co-operation, on the other hand, involves parti- 
_ cipation of a financial company in the capital of various 
3 industrial undertakings, establishment of national or for- 
_ eign subsidiaries by industrial firms or groups, creation 
of jointly owned subsidiaries by industrial firms, 
Mergers, cross-participation, temporary arrangements 
_ for joint industrial projects of shorter or longer duration 
and so on. In some cases, joint ownership of only a few 
specified assets may in fact be sufficient to give birth to 
organic co-operation (e.g. joint ownership of patents or 
_ other industrial property ; the establishment of a joint 
laboratory or production unit, even if the latter does not 
acquire an independent legal personality, etc.). 


Prima facie, it might appear that mergers between two 
or more firms, or the take-over of a firm by a financial or 
industrial company, constitute the most efficient forms 
of industrial co-operation. Indeed it would seem that 
mergers or take-overs are almost by definition superior 
to other forms of co-operation, since the centralized 
policy decisions and integrated resources offer obvious 
advantages. However, this depends on the extent to 
which a significant increase in size is, and can be, accom- 
panied by changes in the decision structure enabling the 
higher executive échelon to take and enforce major 
policy decisions, while retaining and encouraging incen- 
tive at lower levels of decision-making. Some of the 
problems encountered in this field concern not only par- 
ent companies and their subsidiaries, but also the gov- 
ernments of the countries in which the subsidiaries are 
located. Thus, it has been noted that the central manage- 
ments of big industrial companies often tend to concen- 
trate their research and development activities within the 
parent company. 


The establishment of the European Economic Com- 
munity strengthened the trend towards larger economic 
units and was associated with a sharp increase in direct 
investment by United States corporations in the six 
member countries.17° These developments, in turn, sti- 
mulated the interest of EEC governments in organic co- 
operation. Efforts are being made to create a new legal 
institution, the European company,” which would facili- 
tate the integration among enterprises located in differ- 
ent member countries with different legislations. 


175 See the special study “International direct investment by 
private enterprises in western Europe and North America ”, Econo- 
mic Bulletin for Europe, Vol. 19, No. 1. 

176 Tn order to accelerate the development of big European сог- 
porations, the initiative was taken by the French Government within 
the Common Market to study and to elaborate the legal foundations 
for a European enterprise which may be adopted by member coun- 
tries and which may, to a large extent, function independently of the 
national company laws. Legal conflicts involving such enterprises 
would be submitted to an international jurisdiction. The first initia- 
tive in this direction was taken in 1959 by Professor Sanders (Nether- 
lands), Chairman of the International Law Association; in 1960, the 
matter was discussed by a Congress of French jurists and in 1965 
the French Government made a formal proposal for the establish- 
ment of the European enterprise. A special commission of the Com- 
mon Market studied the problem and published, in December 1966, 


The various legal difficulties, especially differences in 
national fiscal legislation, company laws, and in credit 
conditions, often make organic co-operation among firms 
located in different west European countries difficult, even 
within the area of the Community. It is fairly obvious 
that organic co-operation between firms of west and east 
European countries would be faced by much greater 
difficulties. In some west European countries, however, 
it would be legally possible for an east European firm to 
take a majority participation in a domestic firm or to 
establish its own subsidiaries. Instances of east European 
subsidiaries in the fields of banking, insurance or whole- 
sale trade can be found in a few west European coun- 
tries and, from the legal point of view, industrial subsi- 
diaries could be envisaged too. It is also possible to, 
visualize joint east and west European undertakings 
aimed at establishing subsidiaries in third countries with 
economies predominantly based on private entrepreneur- 
ship. On the other hand, the situation is entirely differ- 
ent with regard to the possibility of a western firm taking 
a financial interest in an industrial enterprise of an east 
European country or establishing a subsidiary in such a 
country. 


In this context, it might be of interest to mention the 
special case of Yugoslavia, the economic system of 
which, apart from its own specific forms of management. 
combines features common to all east European coun- 
tries (public ownership of the greatest part of the means 
of production) with those of a market есопоту.!77 New 
regulations on joint investment of domestic and foreign 
partners were adopted in Yugoslavia in July 1967 au- 
thorizing foreign investment in industry and some other 
sectors of the economy. Modalities for foreign invest- 
ment have not yet been worked out in detail. However, 
it would seem that the partners in a Yugoslav-foreign 
joint venture established in Yugoslavia are required to 
‘retain their own individuality, with the result that the 
new establishment does not acquire a legal personality. 
In other words, there is no actual transfer of ownership 
between the two partners, participating in the joint en- 
terprise, but only a pooling of resources. 

A parallel can be drawn between the Yugoslav 
“agreement in partnership” and a new legal form of 
association introduced in France by the Ordinance of 
23 September 1967. The French grouping possesses a 
juridical personality. However, the assets of the mem- 
bers of the grouping remain independent, even though 


a project of a status of the European enterprise with comments. This 
project and the report of experts called by the Council of Ministers 
of the Common Market is now under examination. The new status 
of a European enterprise will to a great extent facilitate intra-country 
industrial co-operation by overcoming many obstacles in company 
mergers, establishment of holdings, and establishment of joint 
subsidiaries by two or more companies in other countries. The new 
status provides for a minimum capital for different categories of the 
European enterprise and contains the necessary provisions for the 
protection of its shareholders. 


177 A number of features of the Yugoslav institutional set-up and 
policies (e.g. the large autonomy of the enterprises, the relatively free 
market, the alignment of domestic with world prices, the growing 
liberalization of imports and payments etc.) reflect, among other 
things, the intention of the authorities to foster industrial specializa- 
tion on an international scale. Examples of contractual industrial 
co-operation are numerous in Yugoslavia. 


чи 
number of cases the contractual pooling of industrial, 
commercial and/or of geese skills and resources 


may be as efficient as the most integrated forms of 
organic co-operation. 

In the case of the construction of a plant abroad, for 
instance, the form of co-operation actually selected does 
not seem to be significant: from the viewpoint of the 
foreign constructor or of the future owner of the plant, it 
seems virtually irrelevant whether an organic formula 
(whereby the constructor takes a financial interest in the 
firm for which the plant is to be constructed) is applied 
or whether the whole operation is simply based on a 
contract providing for the delivery of the plant on long- 
term credit. This is particularly true in cases where the 
basic contract is complemented with transfers of patents 


rr eT Te 
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decision-making offered by ог- 


resources and central 
ganic co-operation can in many 


ent to the contractual forms of co-operation. Moreover, 


as indicated earlier, it is not impossible to visualize such 


complex types of contractual co-operation which, from 
the substantive point of view, would bring it rather close 
to the integrated organic co-operation forms. Contrac- 
tual co-operation, which is more appropriate to the east- 
west relations at the present stage, can therefore offer a 
wide range of possibilities which should be explored in 
detail. 


instances be counter- | 
balanced by the well-defined position of each party and 
the specified objectives and modalities which are inher- 
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